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PRODUCTIVITYTRENDS
Productivity Trends intheUnited States,
published in September 1961, carried data
through 1957. Extensions through 1960, to-
gether with some minor revisions for 1953-57,
are presented in Table 2. The new and revised
estimates, which relate to the private domestic
economy and some of its industrial divisions,
P A R T III were initially prepared by Maude Pech and
me as part of a background paper for the
Commission on Money and Credit.
The over-all estimates confirm the impres-
sion that, following an acceleration of produc-
tivity advance in the early postwar years, the
average rates of change in recent years have
fallen back closer to the long-run trend rates.
Staff Thus,total factor productivity in the private
domestic economy increased at an average
Reorts
annualrate of 2.7 per cent between 1948 and
1953, 1.7 per cent in 1953-57, and 2.0 per cent
in 1957-60. This compares with a secular rate
of increase of 2.1 per cent between 1919 and
1960.
Of the several industrial segments for. which
we were able to prepare estimates of output
per unit of labor input, agriculture and mining
showed mild decreases in rates of productivity
advance in the period 1953-60 compared with
1948-53, while railroads and manufacturing
showed increases. All of the manufacturing
industry groups showed some increase, with
the exception of the metals and machinery
groups, lumber and wood products, and stone,
clay, and glass products.
The degree of dispersion of industry rates
of productivity change about their mean does
not appear to be significantly different from
that in earlier periods.
JOHN W. KENDRICK
39TABLE 2
OUTPUT, INPUT, AND PRODUCTIVITY RATIOS,
SELECTED SEGMENTS OF THE ECONOMY, 1953-60
(Index numbers, 1929100)
1953 1954 1955 1956 1957 1958 1959 1960
NOTE: The estimates have been revised and extended, based on the sources and methods described in
Productivity Trends in the United States. See Tables A-XXII, B-i, C-I!, D-II, and G-III.
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In recent years, the emphasis of makers of
public policy onaccelerating thenation's
growth has drawn attention to the use of tax
policy to further this objective. The National
Bureau has consequently undertaken a broad
study aimed at strengthening the empirical
foundation for analysis of the influence of the
present tax structure on economic growth and
evaluation of proposals for tax changes.
Organization of the study, under the direc-
tion of Norman B. Ture, began in 'March
1961. Financial support for research
dealing with the effects of corporate income
taxation and various other features of the tax-
ation of business income has been provided
by a grant from the Rockefeller Brothers Fund.
The Life Insurance Association of America
has provided a grant for research on the effects
of personal income taxation on incentives to
earn, to save, and to invest.
The study will benefit from the guidance of
an advisory committee, which held itsfirst
meeting last September. The following have
agreed to serve:
Carl S. Shoup (chairman), Columbia University
Julian D. Anthony, Hartford Life Insurance Co.
Walter J. Blum, Law School, University of
Chicago
George T. Conklin, Jr., Guardian Life Insurance
Company of America
Richard B. Goode, Brookings Institution
C. H. Greenewalt, E. I. du Pont de Nemours
and Company
Albert J. Hettinger, Jr., Lazard Frères and Co.
E. Gordon Keith, University of Pennsylvania
Wesley Lindow, Irving Trust Company
Stacy May, Rockefeller Brothers Fund
Maurice Moonitz, American Institute of Certified
Public Accountants
Richard A. Musgrave, Johns Hopkins University
James J. O'Leary, Life Insurance Association of
America
Joseph A. Pechman, Brookings Institution
Maurice E. Peloubet, New York City
George B. Roberts, Larchmont, N. Y.
Lawrence H. Seltzer, Wayne State University
Dan T. Smith, Harvard Graduate School of
Business Administration
Stanley S. Surrey, U.S. Treasury
George Terborgh, Machinery and Allied
Products Institute
William C. Warren, Columbia University
Four studies are already under way: (1)
an investigation of effects of business income
taxation on capital outlays, saving, and techno-
innovation; (2) a case study of the
textile manufacturing industry, with particular
reference to tax influences on investment and
innovation in the industry; (3) a study of the
uses made of alternative depreciation methods
offered by the Internal Revenue Code of 1954
and the factors determining these uses; and
(4) an exploration of experience in Germany
with regard to depreciation and related tax
provisions and their influence on private capi-
tal formation in that country. Reports on work
to date on the first three studies mentioned
are given below. A brief manuscript on the
fourth study is in preparation by Jan Tumlir
of Yale University.
Plans are being drawn up for a study of the
effects of changes in depreciation policy on
capital outlays and financial policies, if access
can be obtained to a continuous sample of
identical companies for the years 1949-59.
The aims of this study are discussed below.
In our plans for studies of the effects of
personal income taxation on incentives to earn,
save, and invest, three major aspects will be
investigated. The first of these will consider
the impact of the individual income tax on the
amount and character of productive effort. We
hope to begin by determining the actual level
of tax rates and the extent of progression in
tax liabilities of certain groups of individuals
who are generally regarded as playing a key
role in the process of economic growth and
who are most likely to be adversely affected by
high marginal tax rates. Attempts will be made
to ascertain how significantly the actual tax
burdens borne by these individuals impinge on
their incentives and on the amount and quality
of their effort.
41The second study will be concerned with the
effects of the tax treatment of capital gains and
losses on personal saving and investment
patterns. The basic questions to be considered
are:(1) Does this treatment encourage a
higher rate of personal saving by virtue of a
greater disposition to save out 'of capital gains
than out of ordinary income? (23 Does it
encourage individuals to invest in companies
with relatively high saving rates, i.e., relatively'
low dividend distribution rates? (3) Does it
encourage the allocation of personal saving
to relatively risky investment outlets, or is this
effect significantly offset by the limitation on
the deductibility of capital losses? (4) Does
the current taxability of gains seriously impede
capital transfers by individuals? To investi-
gate these questions, we have made arrange-
ments to use data derived from a continuous
sample of identical individuals' income tax
returns to the state of Wisconsin, now being
developed at, the University of Wisconsin. It
should be possible to obtain data concerning
income, assets, and taxes for each of a sub-
stantial number of individuals for a period as
long as fourteen years. Interviews and ques-
tionnaires may also be used to investigate the
questions listed above.
The third project in thjs group will deal with
the influence of the present tax provisions in.
regard to income fluctuations. Many types of
economic activity deemed to be particularly
important in the process of economic growth
involve relatively great risk and instability of
income over time. A graduated income tax
with inadequate provision for averaging fluc-
tuating income and offsetting losses discrimi-
nates against such growth-generating activities.
To investigate the impact of the present loss-
offset provisions in the income tax, it would
be desirable to develop a continuous sample of
tax returns of identical sole proprietors, part-
ners, and small corporations for the purpose
of tracing the time shape of their income and
losses and the effect of the loss-offset and
carry-over provisions. In addition to these
data, interviews and questionnaires would be
useful in an investigation of the importance'
attached to the loss-offset provisions and the
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specific ways in which these provisions and the
lack of an averaging device for positive income
fluctuationsmodifyattitudestowardrisk
assumption.
Detailed plans for these three studies are
being prepared by Daniel M. Holland, M.I.T.;
Roger P. Miller, University of Wisconsin; and
C.Harry Kahn,RutgersUniversity,re-
spectively.
We are also undertaking a more extended
investigation of the experience of several Euro-
pean countries with depreciation and related
tax provisions and their effects on capital
formation. This investigation, which will in-
clude both the preparation of country mono-
graphs and a conference, is being sponsored
jointly by the National Bureau and the Brook-
ings Institution and will be financed in part
by funds provided by Brookings under a
recommendation of the National Committee on
Government Finance. The further planning of
this project is entrusted to a committee com-
posed of E. Gordon Keith (chairman), Nor-
man B. Ture, Joseph A. Pechinan, Carl S.
Shoup, and Dan T. Smith.
DEPRECIATION STUDIES
USE OF DEPRECIATION METHODS OFFERED BY
THE 1954 INTERNAL REVENUE CODE
The Internal Revenue Code of 1954 ex-
plicitly authorized the use of two new methods,
the double declining balance and the sum-of-
the-years-digits,for computing annual de-
preciation charges. Both of these afford a
considerable acceleration of depreciation al-
lowances compared withthestraight-line
method. Their use serves both to increase the
net rate of return which maybe realized upon
investment in depreciable facilities and, during
the early years following acquisition of these
'facilities, to increase the cash flow from tax
write-offs. Both of these effects of the accel-
erated depreciation methods might be expected
to contribute to a higher rate of outlays for
facilities than would be forthcoin-
ingifonly straight-linedepreciation were
permitted, other things being equal.As a first step in analyzing the impact of
these provisions on private investment, it is
necessary to provide some aggregate measures
of the use which business has made of these
and other depreciation methods permitted
since 1954. The Statistics Division of the In-
ternal Revenue Service has just completed
tabulating a substantial volume of depreciation
data drawn from corporate tax returns filed
for the taxable year 1959. These tabulations,
together with the data from the Treasury's
Depreciation Survey, based on a sample of
large corporations, provide the basis for a de-
tailed examination of the amounts of depreci-
able facilities, acquired both before and after
1954, being depreciated under each deprecia-
tion method. They also permit analysis of the
extent to which the relative use of the various
methods has changed each year since 1954
and whether the use of various methods is
associated with particular types of property,
the length of useful life of the facilities, the
taxpayer's industry, or size of the company.
Although these tabulations include data only
for assets still on the taxpayers' books in the
taxable year 1959 (except to the extent that it
was possible to get information on fully de-
preciated facilities), they nevertheless permit
some rough measures of the extent to which
useful lives of the depreciable facilities ac-
quired each year over an extended period of
time have changed and possibly some inference
concerning the extent to which changes since
1954 are associated with the use of particular
depreciation methods.
Since the data referred to above became
available only at the beginning of 1962, it is
not yet possible to draw any conclusions, even
of a preliminary nature. Limited examination
suggests, however, that sUbstantial amounts of
new facilities acquired since 1954 continue to
be depreciated under the straight-line method,
and that there has been no consistent year-to-
year increase in the relative use of the accel-
erated methods since they became available
in 1954. An early line of investigation will seek
to determine whether the facilities for which
straight-line depreciation is used are concen-
trated in particular industries or in particular
property classes,and whether year-to-year
variations in the proportions of new acquisi-
tions being written off under the straight-line
and accelerated methods are caused primarily
by changes in the industry or asset-type com-
position of total capital expenditures in each
year. This project is being undertaken with the
assistance of Katherine Dolfis.
IDENTICAL SAMPLE STUDY OF CHANGES IN
DEPRECIATION POLICY AND CAPiTAL OUTLAYS
Plans are being developed for a second
depreciation project, contingent upon obtain-
ing data for a continuous sample of identical
companies for the years 1948-59. The princi-
pal aim of this study will be to determine
whether companies using accelerated depreci-
ation for a relatively large proportion of their
assets acquired since 1954 have grown faster
than those that have relied more heavily on
straight-line depreciation.
Theoretically, the former group of com-
panies should have grown faster, since, other
things equal, total gross assets of a company
that uses the fast-write-off methods for its
depreciable facilities will be greater at the end
of a year than those of an otherwise identical
company using the slower methods for the
same facilities.
But whether this greater rate of expansion
continues depends on how the fast-write-off
company uses the increased flow of internal
funds. There are, of course, numerous uses
which may be made of an augmented flow of
internal funds—to increase liquidity, to build
• upinventories, toincrease financial investment,
to pay more liberal dividends, and so on.
Moreover, an increase in internal funds may
be offset, in whole or in part, by reduced re-
liance on external financing, so that the changes
in the tax value of depreciation allowances
cannot be taken as a measure of the net change
in resource claims of the company. Accord-
ingly, the growth potential in the use of accel-
erated depreciation methods may be realized
in varying degree. The purpose of this study,
which may be regarded as an analysis of sources
43and uses of funds, is to determine whether
there is a consistent relation between the rate
of business growth and the rate at which de-




Corporate policies for survival and growth
presumably have been modified by the sub-
stantial advance in taxation of profits that has
occurred in the past generation. The implica-
tions of this accommodation for corporate and
economic growth constitute the objectives of
this project. To bring the scope and complexity
of the subject into feasible relation with the
limited resources available for research, em-
.phasis is being placed on a limited number of
key issues. Primary attention is devoted to the
impact. of corporate taxation on management
decisions in large companies to undertake plant
and equipment investment, to engage in re-
search and development activities, and to
promote and develop new products, processes,
and markets. These activities occur as an in-
tegral part of corporate development and must
be interpreted in the context of general cor-
porate policy for survival and growth, includ-
ing dividend decisions and other aspects of
financial policy, pricing policy, and related
fields of management concern. Some attention
will also be given to consequences of changes
in the corporate tax structure for growth-
oriented activities.
Evidence on many of these critical issues is
not readily availablein published sources.
Much of the material relevant to growth de-
cisions will be gathered through interviews with
company executives and supplemented with
questionnaires and available published infor-
mation. Plans for this phase of the project are
being prepared, and field interviews will com-
mence early in 1962. Findings from these
sources may be supplemented by or checked
with available studies or existing information
in some areas—as in capital outlays, internal
and external financing, and price policy.
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Detailed analysis of existing quantitative in-
formation is being confined: to two aspects of
the growth problem. One question concerns,
the effect of corporate taxation on the resources
potentially available for capital accumulation.
Available information on corporate and private
saving behavior and saving statistics is being
employed to derive numerical estimates of the
possible consequences of the tax for saving
and potential capital formation. This analysis
involves quantitative comparisons of actual.
private saving at actual income levels, at vari-
ous times in the past, with the amount of esti-
mated saving that would have existed with
alternative taxes yielding the.samerevenue as
the corporate taxes actually imposed.
Another problem requiring detailed anal-
ysisconcerns theextent towhich profits
taxation has altered relations between prod-
uct prices and factor costs. A draft memo-.
randum has been prepared outlining meth-
odology and preliminary results of a project
to measure thistax impact on wage and
property shares of gross income originating
in manufacturing. The implications of alter-
native assumptions about short-run price and
cost impacts of the tax for output, capital's
gross productivity, and total wage and profit
income in manufacturing for the years 1919-59
are drawn and compared with known or de-
rivable characteristics of the sector. Estimated
output, productivity, and factor shares were
derived from a production relation between
output deflated for technical change and real
capital input per man-hour that had been de-
rived from a specific assumption about the
short-run shifting of the tax. Two alternatives
to the traditional postulate that the tax does
not alter short-run equilibrium' combinations
of resources were examined. One assumed that
the tax reduced wages; the other hypothesized
a sales tax effect. Output was deflated for
technical change by a method, originally de-
veloped, by Robert M. Solow, that assigned
annual changes in. output per man-hour either
'to technical progress or to changes in capital
per man-hour., Since the assignment attribu-
table 'to capital's productivity was affected by
the 'assumed influence of profits taxation ingenerating observed profits before tax, differ-
ent estimates of output, productivity, and factor
shares were produced by the shifting hypo-
theses. Tax-shifting assumptions accounted for
all differences in estimates, since procedures
and basic data used were the same in all cases.
Evaluation of output and inferred produc-
tivity corresponding to the alternative assump-
tions indicates that the result depends in large
measure on the nature of technical progress.
If technical change was on balance neutral
over the period—in the sense that it altered
the productivities of labor and capital in the
same proportion—corporate profits taxation
did not noticeably distort short-run relations
between wages and profits, or product prices
and factor costs. The available test for neu-
trality of technical progress was satisfied in all
cases examined, but the criterion is not infal-
lible.If technical change was, in fact, non-
neutral, and if this nonneutrality reduced the
productivity of capital relative to that of labor
during roughly the last half of the whole period,
the evidence appears to indicate that the
heavier profits tax burden of the nineteen-
forties and fifties was directly shifted to the
extent of such nonneutrality. There are no
persuasive grounds indicating the nature of
direct shifting, but the sales tax variant appears
to be slightly more consistent.
CHALLIS A. HALL, JR.
TAX INFLUENCES ON INVESTMENT AND
INNOVATIONS: A CASE STUDY IN THE
TEXTILE INDUSTRY
The general objective of this project is to
understand the nature and extent of tax in-
fluences on the invention-innovation process.
Knowledge of the process itself is still in an
early stage of development, and my major
preoccupation to date has been to develop a
mode of investigation which has some promise
of providing evidence on the presence, or
absence, of tax influences.
A preliminary analysis relating Kendrick's
data on rates of change in factor productivity
(which includes the effects of economies of
scale as well as invention-innovation) to vari-
ations in effective corporate profits tax rates
was undertaken. The changing average annual
rates of increase in total factor productivity for
the private domestic nonfarm sector of the
economy for the period 1919-57 were com-
pared with the pattern of change in corporate
profits tax rates over that period. No evidence
of a generalized response to changes in tax
rates was revealed.
In a cross-section type of analysis, variation
in rates of productivity among industry groups
was compared with the variation among these
groups in effective corporate profits tax rates.1
Again the results were inconclusive. There is
no apparent tendency for productivity to in-
crease either less or more rapidly in industries
which are more heavily taxed than in those
more lightly taxed.
There are special impediments to both ap-
proaches. The pattern of tax rate changes for
peacetime periods displays very little variation
other than a strong uptrend, which greatly
limits the possibilities of isolating tax influences
on technical advance by aggregative time series
analysis. With a cross-section analysis, the
spillovér of the benefits of productivity-in-
creasing activity from firm to firm and industry
to industry greatly limits the possibilities of
establishing covariation of taxation and rates
of technical advance among industries. The
conclusion appears justified that further study
can most usefully proceed at the level of the
individual firm, perhaps giving special atten-
tion to specific innovations.
The recent Treasury ruling permitting a
shorter service 'life designation for depreciation
of textile equipment has as its stated major
objective the stimulation of modernization out-
iFor effective rates by industry groups the com-
putations used were those presented by Harberger in
Table II of his paper "The Corporation Income Tax"
in the Tax Revision Compendium of the Committee
on Ways and Means, November 1959. These' com-
putations' express the corporate profits tax paid by a
given industry classification as a percentage of the
total return to capital of all types invested in the
industry.
45lays by the textile industry. I intend to examine
the experience of a representative group of
textile manufacturing companies with respect
to the response of their capital outlays to this
and to prior changes in depreciation provisions.
In addition, I will attempt to trace the diffusion
of a selected group of textile manufacturing
equipment innovations through the industry
and to determine the nature and weight of tax
influences on the speed with which such inno-
vations were adopted by various firms. In pur-
suing this inquiry, I hope to use interviews and
questionnaires.
An investigation may also be undertaken of
the responsiveness of research and develop-
ment expenditures .to present preferential tax
treatment. For this investigation companies
from various industries which have engaged
heavily in research and development on their
own or under government sponsorship would




IN THE UNITED STATES
During 1961 I was able to advance that part of
my work on long swings in United States
economic development which isconcerned
with waves in capital formation. The central
purpose of this part of the investigation is to
determine the scope and characteristics of the
fifteen- to twenty-year waves in investment by
raising and, so far as possible, answering such
questions as these: Are the long swings previ-
ously observed inresidential building and
railroad construction also to be found in other
kinds of construction? Are the waves suffi-
ciently congruent so that they form waves of
similar duration in aggregate construction ac-
tivity? Can such waves be found in the period
before as well as after the Civil War? Do the
local waves in urban residential and nonresi-
dential building and the regional movements
in railroad construction run together, or do
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the national waves in these sectors represent
the impact of pronounced movements in only
some 'communities or regions? Are the long
swingsinthe construction of fixed plant
matched by similar swings in the production
of machinery and equipment? If long swings
are found in several branches of real invest-
ment activity, do they move together to form
general long waves in capital formation?
I have completed a portion of my report
dealing with the existence of long swings in
aggregate construction activity and with the'
degree to which the major branches of con-
struction reveal long swings of similar charac-
ter and timing in the period since the Civil
War. The study is based on an of
thirty-eight series representing aggregate con-
struction and its major compOnents: total urban
'building, nonfarm residential building, private
nonresidential building, farm building, con-
struction by railroads and other public utilities,
construction by public authorities, and ship-
building. In a number of these categories, I
have studied several different measures or
'indexes. Examination of these. series and a
variety of measures based on them lead to the
'following conclusions, which, with minor modi-
fications, are taken from the draft report:
Since the Civil War, there were a succession of
long swings in aggregate construction activity with
a duration between fifteen and twenty years. Con-
sidering the weaknesses in the 'records of construc-
tion activity before World War I, we cannot say
with assurance that the long waves in aggregate
construction in every case took the form of long
upswings followed by protracted declines. On two
occasions—in the nineties and in the period be-
fore World War I—it appears, according to the
records, that the declines were mild. Conceivably
the real Movements they represent were no more
than retardations in growth. One can, however,
say with assurance that there were a succession
of long swings in aggregate cOnstruction activity
in which yery large and protracted upsurges were
followed by extended periods of decline or pro-
nounced retardation in growth. Further, if we
view the long swings in aggregate construction as
fluctuations in rates of growth, we can again say
with assurance that there were a succession of
such swings with a duration between fifteen and
twenty years and that fluctuations in growth rates
were very wide. Finally, in each of the swings,there was an extended period in which the rate
of growth became either clearly negative or very
low.
The long swings in aggregate construction, it
appears, reflect more than the familiar fluctua-
tions of housebuilding or railroad construction.
They emerge in the records of all the major
branches of the construction industry. The reality
of these movements is attested by comparisons of
the durations and amplitudes of the putative long
swings with those of the shorter (specific) cycles
in the same series and still better by the marked
differences in the character of specific cycles when
classified by phase of long swings. With the ex-
ception of shipbuilding (if that industry is, in-
deed, properly a branch of construction), the
long swings in all the major sectors of construc-
.tion share4 in the long swings of aggregate con-
struction, as these were identified in a reference
chronology of long swings in level of total
construction. Upsurges in the level of aggregate
construction were invariably accompanied by
upswings in all the major branches of the indus-
•try. Long-swing declines were accompanied on
each occasion by declines in most branches and
by retardations in virtually all branches. Viewed
as fluctuations in rates of growth, the conformity
of the individual sectors to swings in aggregate
construction was well-nigh perfect. Subject to the
possible exception of nonresidential building in
the period before World War I, the growth of
all the major branches not only exhibited retarda-
tion; their rates of growth became very low or
even negative for extended intervals during each
of the periods we identify as declines in the level
of aggregate construction activity. This permits
us to say that, since the Civil War, there were a
succession of long swings in aggregate construc-
tionactivity,consistingof followed
either by protracted declines or pronounced re-
tardations in which all the major sectors of the
industry participated usually if not invariably. The
widespread participation of the major sectors is
a finding important in its own right and also as
confirmation of the long-swing behavior of ag-
gregate construction.
Participation, needless to say, does not imply
uniformity. Individual sectors skipped one or
more declines in the level of activity in which
most other sectors shared, and there was an
"extra" movement in a few individual series. The
several sectors also reached peaks and troughs
in somewhat different years, and the patterns
made by the pace of advance and decline varied
from sector to sector. With all this diversity, how-
ever, there was also an impressive degree of simi-
larity. Peaks and troughs tended to cluster in
distinct bands of years. All the sectors experi-
enced long upswings during the great surges of
general construction activity; most of them shared
in the declines, and those that did not actually
decline experienced retardation; indeed, with vir-
tual unanimity, their rates of growth became very
low for extended periods.
The part of my work just completed does
not lead to a theory of long waves in aggregate
construction, but it may be of interest to sum-
marize the study
is proceeding. I consider that the existence, at
least in the past, of waves longer than business
cycles in aggregate construction activity re-
flects in part certain factors peculiar to. struc-
tures, to the construction industry, and to the
real estate market which cause supply to adjust
relatively slowly to conditions of excess de-
mand or excess supply. These factors include
the length of period required for planning, de-
cision, and construction and the difficulty of
expanding capacity in the industry as well as
the durability of structures. Sluggish responses,
however, would not be sufficient to account
for the fact that building in different commu-
nities and regions and in different sectors of
industry tends to run together to a significant
degree. This partial concurrence is ôaused in
part by direct connections between demand in
one branch of construction and that in others,
as demands for housing, commercial facilities,
and certain types of community facilities are
connected. Partial concurrence is also owing
to the fact that construction activity in its
several branches and its many localities and
regions is subject to a set of common influences.
The important disturbances caused by the
great wars and the backlogs of demand stem-
ming from them account for a great deal. In
addition, however, the historical movements
in construction are to be viewed as only one
manifestation of a more general phenomenon
in our economic development. This has in-
volved long swings in immigration and, there-
fore, in those age. groups in the population
47which contribute most to labor force growth
and housing demand; in transport development
and the geographical expansion and redistribu-
tion of agriculture, commerce, industry; and
in the current balance of payments, capital
imports, specie flows, and the growth of the
money supply. Economic development in the
United States has also involved alternations
between periods 'of relatively rapid growth of
output, accompanied by short and mild reces-
sions, and times of relatively slow growth in
output, when business contractions were rela-
tively long or deep and unemployment was
unusually severe. The conditions created by
these more general fluctuations presumably'
have a widespread 'influence which helps bind
together the various parts of the construction
industry, while the occurrence of the general
wave itself represents a complex interaction
between construction and therest of the
economy.
'Whether the forces which in the past pro-
duced general long swings both in growth and
in aggregate construction activity are continu-
ing to operate at the present time is a moot
point of obvious interest. At least five general
changes in our economic structure may be
cited which suggest' that long waves in the
future are likely to have a character different
from those of the past. First, construction itself
is now a smaller component of total capital
formation than it used to be. Second, railroad
construction, which in the past moved in long
'waves of large amplitude, is now of very minor
importance. Third, immigration has lost 'its
old importance, and this source of waves in
the demand for residential housing is much
reduced. Fourth, international capital move-
ments have a different relation to changes in
domestic economic developments, and the
connection between such movements and the
growth of our money supply has also altered.
Fifth, in a variety of ways, the economy has
been rendered less sensitive to changes in de-
mand and less prone to monetary disturbances.
It follows that some of the influences which in
the past have helped to produce large fluctu-
ations in one or more branches of construction
are weaker, and so are some of the influences
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which have acted to keep the various branches
of construction approximately in phase with
one another.
Work is proceeding on other questions posed
in the first part of this report, including an
intensive investigation by Manuel Gottlieb, of
records of construction activity in Ohio. Gott-
lieb is also studying fluctuations in urban build-
ing in foreign countries, and reports on this
work
MOSES ABRAMOVITZ
LONG SWNGS IN URBAN BUILDING
The ultimate aim of this research is develop-
ment of a comprehensive review and analysis
of the historic tendency in the developing coun-
tries of the western world to long swings in
urban building and real estate market activity.
Our immediate purpose isto complete an
empirical survey which has come to involve
242 long time series involving eleven countries
and more than twenty major urban areas. Most
of the series stretch over two or more long
cycles under uninterrupted peacetime condi-
tions during which residential markets' and
building activity responded primarily to the
play of market forces. Nearly half were newly
developed during the research. Most of these
refer to the state of Ohio, for which a set of
statistical series—covering deed and mortgage
recordings, 'new buildings, and marriages be-
tween 1857 and 1920—was discovered and
processed with the' aid of a financial grant to
the author from the Rockefeller Foundation.
Besides statewide totals the Ohio tabulations
separately detail developments for five groups
of urban counties and three of the largest cities.
In addition to these matched local series,
aggregate national series for residential or'
urban building are being analyzed for ten
countries: the United States, Great Britain,
Germany, France, 'Sweden, Denmark, Italy,
Canada, Australia, Argentina. For three of
these countries—United States, Germany, and
France—national measures of residential build-
ing were devised in the research. Measures forCHART 6
Residential or Building Construction, Ten Countries,1 955
49the other countries were, happily, contrived by
other research students. These measures of
aggregate nationwide building are set forth in
Chart 6, which brings together the building
patterns of the leading countries of the western
world over the span of a century. Some of our
aggregate measures were stopped in1914;
others in 1939; still others were carried through
to 1950. In the main the series were stopped
at or near the time the influence of govern-
mental action or of the catastrophe of war—
and the accompanying shortages and controls
—became a predominant influence in housing
markets.
Chart 7 sets forth average nine-stage pat-
terns of long cycles distilled from the historical
experience depicted in Chart 6. In the de-
rivationsofthesepatterns,extensive use
was made of the electronic computer pro-
grams for cyclical analysis and correlation
described in Section 3 below. Since the spac-
• ingallotted for an index relative is equal to
that allotted to one month of cycle duration,
a 45-degree slope in the patterns denotes a rate
of change of1 per cent per month. These
patterns and the time series from which they
are derived indicate that the tendency is nearly
universal for urban building, under relatively
free market conditions, to run its course in
long swings wjth an average duration ranging
from fifteen to twenty-six years and an ampli-
tude of movement that spans nearly 100 mdcx
relatives of the average cycle base. Only the
Danish and French long building series are
free from perceptible long swings, which, how-
ever, emerge in rates of growth of the same
series. In the Swedish pattern these swings
have relatively short duration and mild ampli-
tude. Swings for other countriesare both
stronger and last longer. Nor do they show any
regular tendency, over the studied period, to
become milder as industrial capitalism outgrew
its earliest crude urban habitat and achieved a
more stable industrial base and a more diversi-
fied urban milieu.
The first fruits of the research will be a
presentation of its major empirical findings
grouped under four major headings:
1. Preparation of a new set of estimates of
50
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the number of permanent, private housekeep-
ing residential units annually built in America,
1840-1939. The estimates have been com-
pleted, and a variety of tests indicate that they
conform more closely than present competing
CHART 7
Average Patterns of Specific Long Cycles,






U.S.A.: Residential building, number of units
Argentina: Private nonagricultural const.,
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Germany: Urban rasidenilal building index,
Italy: Gross residential 'constructIon,
deflated, 3 cycles, 1874—1941
Residential buildlng,deflated, \4 cycles, 1866—1932
Nmeasures, so far as long-swing patterns are
concerned, to probable national experience.
2. Study of empirical characteristics of local
building cycles as experienced in some eighteen
urban areas in Europe and America over a
long stretch of peacetime years with regard to
such features as duration, amplitude, secular
trend, cyclical timing, and éorrelation with
real estate market activity.
3. Study of interrelation of local waves
within a country and their relation to the
national aggregate in the United States, Great
Britain,. Germany, Sweden, and Australia.
4. Characteristics of long waves in nation-
wide aggregates of residential or urban build-
ing for Great Britain, Germany, France, Italy,
Sweden, Australia, and other countries.
MANUEL GOTTLIEB
LONG SWINGS IN THE GROWTH
OF POPULATION AND LABOR FORCE
The results of the original study, which investi-
gates the nature and causes of in the
long-term growth and movement of American
population and labor force, are being presented
in three reports: The American Baby Boom
in Historical Perspective, Occasional Paper 79;
"Influences in European Overseas Emigration
before World War I," published in Economic
Development and Cultural Change, April 1961;
and "Long Swings in American Labor Force
Growth," now being revised to take advantage
of the staff committee's comments and more
refined calculations.
In addition, work has started on a short
study of the longer-term aspects of labor fOrce
growth since1940. When compared with
previousexperience, twofeaturesofthis
growth stand out particularly—the dispropor-
tionately high contribution of participation rate
change to the total increase, and the marked
acceleration in the rate of growth of labor force
participation rates of women over 35. The
point of view being explored grows directly
out of the original study. In each successive
decade since the twenties there was a decline
in additions to the labor force from demo-
graphic sources, that is, in the natural increase
of the population of working age. However,
the demand for labor generated by the long-
term growth.ofthe economy continued to
expand, except during the thirties. Such a
protracted divergence between the direction
of growth in demand for labor and that of
supply attributable to demographic forces is
unprecedented. Along with this,since the
twenties there have been restrictions on free
immigration. In the last two decades,itis
believed, these circumstances created excep-
tional pressures on those usually outside the
labOr force to enter.
The response of the various marginal groups
—youths, younger and older women, older
men—to these pressures varied substantially.
One possible explanation lies in the differences
between the age-sex composition of labor force
additions desired by employers because of in-
dustrial and occupational changes, on the one
hand, and the age-sex composition provided
by demographic processes, on the other. The
composition of demand in recent decades par-
ticularly favored occupations in which women
areemployed—clerical,sales,andservice
work—and disfavored certain typically male
occupations, such as unskilled labor, farm and
nonf arm. Since the entry of younger women
was curtailed by their high marriage and fer-
tility rates, the impact of this change in demand
centered on older. women and produced an
exceptional rise in their labor force partici-
pation.
This interpretation has implications for the
future. Recently the Bureau of Labor Statistics
has been preparing labor force projections
which rest almost entirely on the experience
of the last two decades. However, one of the
dominant features of this period—the decline
of additions to the labor force through demo-
graphic processes—is being reversed. Indeed,
over the next decade the reversal will be
drastic: the prospective labor force growth
owing to demographic sources in the sixties
will just about double that of the fifties and
51actually exceed the growth from all sources in
that decade. This high rate of additions may
lead to a reduction in additions due to par-
ticipation rate change—just as the reverse may
have been true in the forties and fifties. Yet
the Bureau of Labor Statistics, by largely ex-
trapolating the participation• rate changes of
the last two decades, projects high additions
owing to this factor at the same time that
additions will be high for demographic reasons.
If our tentative interpretation' of the 1940-60
period proves consistent with the evidence, we
hope to use it to appraise these projections.
In the past few months we have been as-
sembling data and performing basic calcula-
tions for this undertaking. It is hoped that a
preliminary report on the findings can be pre-
pared by the end of the summer.
RICHARD A. EASTERLIN
1880-1923, and Ebb and Flow in Trade
Unionism) included annual figures on total
union membership, 1897-1934. An extension
of this series to1960, prepared under his
supervision, will appear in a report to be com-
pleted shortly.
Total membership of American trade unions
(includingCanadian members)multiplied
more than fivefold from the nadir of 3 million
in the depression year of 1933 to a peak of
17.7 million in 1957, then fell to 16.6 million
in 1960 (Table 3). After deducting Canadian
members, the 1960 figureis15.5 million
(Table 4). This is 22 per cent of the total
labor force and nearly 29 per cent of total non-
f arm employment.
TABLE 3
TOTAL MEMBERSHIP OF AMERICAN
UNIONS, 1935-60
(Thousands)
. Year Membershipa YearMemberships
AGRICULTURAL PRODUCTIVITY
My recent efforts have been devoted mainly to
the search for and assembly of data on the
amount of education embodied in the agricul-
tural labor force at different points in time and
in different regions, and on the cost of and
returns to this educational investment. Once
the data are assembled in final form—and I
am close to it now—I hope to investigate the
relation between changes in education and
productivity changes, and to measure the con-
tribution of improvements in education to the
growth in aggregate productivity of agriculture.
When this work is completed, the next task
will be to assess the existing evidence on econ-
omies of scale in agriculture and to attempt
to measure the past and possible future con-
tribution to growth of increases in the average
size of the operating unit in agriculture.
Zvi GRILICHES
TRADE UNION MEMBERSHIP
The late Leo Wolman's monographs on union-
ism (The Growth of American Trade Unions,
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1935 3,753 1948 15,020
1936 4,107 1949 14,695
1937 5,780 1950 14,829
1938 6,080 1951 15,772
1939 6,556 1952
1940 .7,282 1953 17,316
1941 8,698 1954 16,612.
1942 10,200 1955 16,990
1943 11,812 1956 17,383
1944 12,628 1957 17,687
1945 12,562 1958 16,902
1946 13,263 1959 16,507
1947 14,595 1960 16,607
a Canadianmembers are included.
The report will include figures on indivi-
dual organizations by affiliation and estimates
of the extent of organization among major
industrial groups. Detailed notes on the sources
and methods of constructing the estimates willTABLE 4
UNIONMEMBERSHIPAND EXTENT OF




























Excluding Canadian membership, as reported by
by U.S. Bureau of Labor Statistics, BLS 60-2402,
February 1960, updated to 1960.
bLabor force and employment figures from U.S.
Bureau of Labor Statistics, E,nploymene and Earn-
ings,Annual SupplementIssue,Vol.8, No.5,
November 1961, Tables A-l and B-l.
be provided. Wherever possible, membership
has been computed on a dues-paying basis.
The passage of the Labor-Management Re-
porting Act of 1959 made it possible to obtain
access to financial reports of most unions back
to 1948. As a result, the proportion of mem-
bership computed from dues receipts has in-
creased from about 45 per cent in 1940 to 90
per cent in 1960. For this and other reasons
the figures shown in Tables 3 and 4 differ
slightly from those published in Distribution
of Union Membership among the States, 1939
and 1953, Occasional Paper 56 (1957).
ECONOMIC GROWTH
OF THE SOVIET UNION
LEO TROY
The object of the study, begun in 1954 under
a grant from the Rockefeller Foundation, is
to set forth and analyze the evidence bearing
on the question of the rate of growth of the
Soviet economy. The work was undertaken in
full recognition of the inherent difficulty of
arriving at an answer and of the special diffi-
culties in securing reliable information.
The status of the work on individual sectors
of the Soviet economy is given below, includ-
ing a separate report on agriculture by D. Gale
Johnson. A summary reportis now being
drafted, combining the major findings for in-
dividual sectors and discussing such other
matters as population, employment, construc-
tion, and standard of living.
INDUSTRIALPRODUCTION AND
TRANSPORTATION
Severalof the studies of particular sectors are
now in press and will shortly be issued. They
include a volume on Freight Transportation in
the Soviet Union by Ernest W. Williams, Jr.,
an Occasional Paper on Small-Scale Industry
in the Soviet Union by Adam Kaufman, and
my book on Growth of industrial Production in
the Soviet Union. The content of this latter
study is indicated by the chapter and appendix
headings, which are as follows:
1. Introduction
2. The Data: Knowns and Unknowns
3. The Product Mix: Composition, Quality, and
Variety
4. Growth Trends: A Sample of Industries
5. Aggregative Growth Trends: Measurement
6. Aggregative Growth Trends: Analysis
7. Some Details of Growth






C. Employment, Value, and Population Data
D. Production Indexes and Weights
E. Output Data for the United States
F. Official Soviet Data on Industrial
Production
53An earlier study in this series was Soviet
Statistics of Physical Output of Industrial Corn-
modities. Their Compilation and Quality by




Substantial progress has been made in com-
pleting the estimates of the basic statistical
series required for evaluation of the economic
performance of Soviet agriculture. The only
agricultural output series published officially
is a measure of gross agricultural output, which
involves double counting of feed and seed. For
some of the purposes of the study, especially
the comparison of changes in output per unit
of input and analysis of changes in the real
income of the farm population, a measure of
the output available for sale and home con-
sumption isrequired. As is sometimes the
case, it was found that after making all of the
necessary adjustments and deductions, the in-
dex of output available for sale and home
consumption is very similar to a gross output
index.
The results indicate that there have been
two major sources for the increase of about
80 per cent in agricultural output since 1928.
One has been the expansion of sown area, in-
cluding the area acquired by territorial ex-
pansion. Between 1928 and 1960 the total
sown area increased by 90 million hectares,
or about 80 per cent; the sown area of the
acquired territory was about 14 million hec-
tares. The other major source has been the
substitution of mechanical for animal power.
In 1928 about a third of the total feed supply
was required for draft power; at the present
approximately 10 per cent is so used. I esti-
mate that approximately 40 per cent of the
increase in livestock output since 1928 has
been based on the feed released by the reduc-
tion in animal power.
One of the by-products of this study is an
estimate of the value of agricultural output in
the acquired territories, based upon the major
agricultural handbook published by the Soviet
Union in 1960. As measured by gross value,
output in the acquired territory was 14.3 per
cent of the 1940 output in the total present
territory (Table 5).
TABLE 5
GRoss VALUE OF AGRICULTURAL Ourpur
IN ACQUIRED TERRITORIES, 1940











Crops 121.3 16.5 137.8
Livestock 84.4 17.7 102.1
Total 205.7 34.2 239.9
OTHER STUDIES
D. GALE JOHNSON
A conference on Components and Sources of
Output Growth, 1840-1920, is being arranged.
For additional reports concerned with aspects
of economic growth, see Part II and Section 2
of this Part.
2. NATIONAL INCOME, CONSUMPTION,
AND CAPITAL FORMATION
CONSUMER PURCHASE PLANS
A draft manuscript, "Consumer Anticipations
and Durable Goods Purchases," is now being
revised to take account of comments by the
staff reading committee. The draft contains
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three major sections. In the first, a model for
the interpretation of survey data on intentions
to buy durable goods is developed. The model
assumes that .the population of households can
be arrayed according to the likelihood thatthey will purchase (subjective purchase prob-
ability), and that those who report intentions
to buy are at one end of this array. Some
general characteristics of this probability dis-
tribution can be inferred because the data
contain several different measures of intention
to buy that vary as to both certainty specifi-
cations and length of the planning period. Thus
we can observe the proportion of households
located in smaller or larger segments of the
high-probability region of the distribution; the
proportion purchasing provides an estimate
of average probability in these various seg-
ments, from which we can tell something about
the shape of the entire distribution. It is not
possible to specify the exact characteristics of
the distribution or even to say whether it can
be described by few or only by many para-
meters.
One conclusion drawn from the model is
that surveys of intentions should be designed
to facilitate an estimate of the average proba-
bility in the population, i.e., of the mean of
the probability distribution. The existing sur-
veys of in.tentions typically measure the pro-
portion of households in the population above
some unknown but relatively high probability
level, that is, the proportion in the tail of the
distribution. It is by no means evident that
mean probability will vary directly with this
proportion; in addition, the sampling errors
involved in estimating this proportion are rela-
tively large. It follows that surveys should con-
centrate more on attempting to estimate the
probability distribution in the region of the
mean. Survey designs to accomplish this ob-
jective are examined in the study, including
the obvious one of simply asking respondents
for a direct estimate of subjective probability
—perhaps by asking whether the odds on their
purchasing during the next year are one in a
hundred, one in ten, and so on.
The second section of the manuscript com-
pares aggregated buying intentions with aggre-
gated durable goods purchases, after allowing
for the effect of certain other variables such as
normal and transitory income, demographic
status, income change, and several measures
of consumer sentiment or attitudes. The proba-
bility model implies that intentions should be
a much better predictor of purchases (i.e.,
should explain relatively more of the variance)
than any of the others. The model also implies
that the influence of other variables depends
on the definition of what constituies a buying
intention, i.e., on the probability cutoff that
distinguishes intenders from nonintenders.
Specifically, the model suggests that variables
measuring financial conditions or general con-
sumer sentiment should be more closely asso-
ciated with purchases for those not reporting
buying intentions, especially when intenders
are so defined that only households with rela-
tively high probabilities are included. The
reasonisasfollows.Subjectivepurchase
probability is presumably the most precise dis-
criminator of whether or not a given household
is likely to buy. If intenders are defined to
include only those households with very high
probabilities, variables such as income or at-
titudes will not help to identify households
with relatively high probabilities among the
(comparatively homogeneous) intenders, but
are likely to be useful in identifying such house-
holds among the (comparatively heterogen-
eous) nonintenders. And the more restrictive
the definition of intender, the more heterogen-
eous are the nonintenders.
The empirical results show that differences
in buying intentions are considerably more
powerful than any of the other variables tested
in explaining differences in purchases among
households. The evidence on the differential
importance of financial or attitudinal variables,
depending on the definition of buying inten-
tions, is less clear, although the results provide
some support for the model.
The thirdsection contains an extensive
multivariate analysis, within life cycle groups,
of the relation between durable goods pur-
chases and a large number of explanatory
variables that measure financial and demo-
graphic status, buying intentions, attitudes, and
expectations. Only six of twenty-one variables
show a consistent and statistically significant
net relation to purchases in these regressions—
normal income, transitory income, intentions
to buy durables, contingent (less certain or
55longer-range), intentions to buy durables, the
interaction of the last two, and short-range
financial position. Three other variables—the
number of durable goods (subjectively)in
need of replacement and the differential influ-
ences of financial position and of replacement
needs on the behavior of intenders and non-
intenders—were somewhat less consistent than
the above six but superior to the remainder.
The study of consumer purchase plans has
been supported by grants from the Reim
Foundation and Consumers Union of U.S.,




This study, financed by two grants from the
Carnegie Corporation of New York, has moved
ahead on several fronts during the past year.
I have continued revision of my manuscript
and expect to distribute a complete draft to
the reading committee within the next few
months. The manuscript will contain chapters
dealing with the theory of investment in edu-
cation and other human capital, and with
empirical estimates of costs of and returns on
high-school and college education in the United
States.
Funds from the Carnegie Corporation also
helped finance an exploratory Conference on
Capital Investment in Human Beings held in
December 1961 in New York under the aus-
pices of the Universities-National Bureau Com-
mittee for Economic Research. Three members
of the National Bureau staff prepared papers
for the conference. Jacob Mincer estimated
expenditures for on-the-job investment in the
United States. He found that investment in
on-the-job training is an important component
of total educational investment, and that its
magnitude is higher, the higher the level of
schooling of the worker. George Stigler pre-
pared a paper on information in the labor
market, in which he sought to explain the
dispersion of wage rates in terms of the costs
of and returns from the search by workers
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for jobs and by employers for workers. I
prepared a rather long paper presenting my
results on the theory of investment in human
capital. Other papers dealt with education,
health, and migration. It is expected that these
papers will be published as a conference report.
We are now formulating plans to expand
our study. One problem being given serious
attention is the derivation of basic historical
series showing trends in both expenditures on
education—nationally and perhaps regionally
—and •the distribution of the population by
years of school completed. These series would
be extremely useful in much of the rapidly
expanding literatureon the economics of
education. We also hope to do more work on




OF PHILANTHROPY IN THE
AMERICAN ECONOMY
The search for data during 1961 on our broad
concept of philanthropy has filled in many
gaps, but has not materially altered the two
general conclusions indicated in our report one
year ago; namely, that public philanthropy,
unlike private philanthropy, has rapidly in-
creased relative to gross national product since
1929, and that the total of public and private
philanthropic giving in 1959 equaled about
one-tenth of GNP. In this sense, the economy
now tithes. It did not in 1929. These will be
among the highlights of our three-year study
of philanthropy, financed by a grant from the
Russell Sage Foundation. We alsohelped
organize and participated in the Conference on
Philanthropy described in Part II.
The conclusions above rest, of course, on
a definition of philanthropy that seems reason-
able. But some people might feel it to be too
broad and others might think it too narrow.
We expect to provide the data in detail, to
meet various concepts of philanthropy and
thus make our report of maximum usefulness
to the public.Political responses to sweeping social and
economic changes during the past three dec-
ades account for the rapid expansion in public
philanthropy. For example, the Great Depres-
sion, which destroyed the savings of older
workers, and mortality reductions, which in-
creased the number living on into old age,
contributed to the passage of the Social Security
Act of 1935. Other factors forcing changes in
philanthropy in this and other respects were
migration to the cities away from self-
with increasing dependence on
employment for wages. World War II and the
cold war have had many effects, not least of
which is a program of foreign aid which is a
puzzling mixture of defense policy and philan-
thropic motives. Some changes, however, were
in the direction of relatively less philanthropy;
for example, the hospital became. more of a
business and less of a philanthropic institution.
The report and the data will be organized
around our basic research design, the four
"quadrants":(I)private domestic philan-
thropy,(II)privateforeignphilanthropy,
(III) public domestic philanthropy, and (IV)
public foreign philanthropy.. Since an un-
bounded quadrant has no area, equality of
size is not implied. The first third quad-
rants will be featured, with least attention
given to the second.
Students of private philanthropy usually
develop estimates of giving from tax returns
which are disturbingly higher than their esti-
mates of the amount received by philanthropic
institutions. In our study the givers or the
sources of private philanthropic income are
gifts from living donors, charitable bequests,
corporate gifts, foundation and nonfoundation
income from endowment. To these five sources
a rough estimate for person-to-person giving
(support payments) will be added to provide
the grand totals of Quadrant I—but support
payments will, of course, be shown separately
so that our figures can be used by persons who
wish to exclude them from their estimates of
private philanthropy. The recipient institutions
are religious organizations, parochial schools,
higher education, health, welfare (not cov-
ered under religious organizations), and mis-
cellaneous groups. Ralph L. Nelson's supple-
mentary report below deals with the problem
of reconciling the amounts given and received,
and 'provides some other comments on the
estimates for private domestic philanthropy.
The propensity Of the American people to
give is also manifested in their gifts to persons
and private institutions abroad. Quadrant II,
private foreign philanthropy,has averaged
about 0.2 per cent of GNP. It is the smallest
of the four.
Before the period on which we are
trating, 1929 to the present, old-age assistance,
aid to the blind, aid to dependent children, and
general assistance were provided by a complex
of local private and local and state public
philanthropic agencies. These agencies in New
Haven were carefully examined by W. I. King
in Trends in Philanthropy (1928)—the first
study of philanthropy by the National Bureau.
Now almost all of this support comes from
federal and federal-state-local programs. Hence
many of the present forms of public domestic
philanthropy have their roots in the period
before 1929.
In her compilations of social welfare ex-
penditures under public programs published
in the Social Security Bulletin, Ida C. Merriam
includes many items in addition to public as-
sistance. The largest item is Old-Age, Sur-
vivors, and Disability Insurance. Since the
windfall portion of OASDI benefits (i.e., not
theoretically prepaid by the recipient or his
employer) has averaged about 95 per cent,
we shall include, only that proportion under
public domestic philanthropy. Others might
include 100 per cent, a lower percentage,
or none. On the other hand, we shall include
allsocialwelfare expendituresfor
assistance. Other reductions will be made in
the Merriam totals in measuring .public do-
mestic philanthropy; for example, more than
one-third of the amounts classified as Veterans
Welfare will be excluded as an aftercost of war.
If no exclusions are made, the totals for Quad-
rant III alone equal 10.7 per cent of GNP
in fiscal 1959.
Public foreign philanthropy was negligible
between 1929 and 1940. During the nineteen
57years since 1940, total foreign aid, not includ-
ing loans, was roughly $101 billion net. From
this total we shall exclude the purely military
aid of $48 billion. Since we cannot know what,
if any, fraction of .the hard and soft currency
loanstoforeigncountries wasoriginally
thought of as philanthropic, and since in any
case we cannot know now what proportion of
the loans made during our period will eventu-
ally not be repaid, these loans will be entirely
excluded in. our tables. In the text discussion,
however, it will be noted that, to the extent
that these loans do contain a philanthropic
element, their exclusion causes the amount of
public foreign philanthropy to be understated.
The manuscript, tables, and technical ap-
pendixes are scheduled for completion in the
summer of 1962. The introduction, the con-
tents of which irIdicate the scope of view of
the study as a whole, will include a brief
historical sketch of the intermingling of public
and private philanthropy since the Protestant
Reformation, some impacts of World War I,
and the interrelations of public and private
charity, welfare, and philanthropy. The con-
tinuity of the basic idea of generosity will be
examined in relation to the four quadrants. The
broader term, philanthropy, which came into
common use in the twentieth century, includes
more than charity—for example, funds for
research, education, the fine arts—and welfare
partly overlaps philanthropy. A contrast of the
amount of philanthropy in New Haven, Con-
necticut, in 1959 with that in 1925, the last
year in King's study, will be roughly indicated.
The introductory chapter will also consider
the necessity for a broad concept of philan-
thropy—giving money away to persons and
institutions outside the family without a def-
inite or immediate quid pro quo for purposes
traditionally considered philanthropic. Thus
the basic test of whether an activity should be
considered philanthropic is not the source of
the funds so much as it is whether the activity
has traditionally been considered philanthropic.
The chapters on domestic private philan-
thropy, Quadrant I, will consider, first, con-
tributionsfor philanthropic purposes,and,
second, receipts by philanthropic institutions.
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Quadrant II, private foreign philanthropy, will
require only one chapter. Private giving abroad
has played a significant role in philanthropy
over the decades, and restricting the subject
of philanthropy to the continental boundaries
of the United States would prevent a full-scale
treatment of the subject. The chapters on large
Quadrant IIIwill cover Veterans Welfare,
OASDI, and finally the remaining forms of
public domestic philanthropy. There will be a
chapter on foreign aid, and one of summary
and conclusions.
FRANK G. DICKINSON
ESTIMATES OF PRIVATE GIvING
I have been making the estimates of private
philanthropic giving needed in the broader
report on philanthropy in the American econ-
omy that Dickinson is preparing. The technical
problems encountered in making these esti-
mates and the character of the results are
suggested by the following comparison of sums
given •by with sums received from private
donors.
In 1956 the amount of giving from non-
governmental sources to organizations sup-
ported in part or in full by such giving was
estimated to be of the order of $7.5 to $9
billion (Table 6). This does not include the
substantial value of the services of the build-
ings, laboratories, libraries, and other physical
assets acquired through donations. Were a
rental value for these assets to be included, the
volume of philanthropic income flow might be
increased by another billion dollars.
The divergence in the totals for donors and
recipients reflects the basic problem of estima-
tion confronting the study. These two types
of estimates are based on different sources of
data and to some extent differences in concept.
For these reasons an effort is being made to
reconcile the two estimates. In an experimental
casting-up of accounts, the components of ex-
isting estimates were reviewed in detail and,
where the several estimatçs for a given com-
ponent differed in value, each was examined
to determine which was probably the mostTABLE 6
THE COMPOSITION OF PRIVATE GIVING, 1956,
DONORS AND RECIPIENTS, PRELIMINARY ESTIMATE
(Dollar values in millions)
Sources (Donors) Amount
Per
Cent Uses (Recipients) Amount
Per
Cent
Living donors (persons Religious organizationsa $3,569 47.9
and families) $7,317 82.3 Private primary and
Bequests 534 6.0 secondary schools 802 10.8
Corporations 418 4.7 Higher education 929 12.5
Foundation endowment Secular health 808 10.8
income 407 4.6 Secular welfare 1,015 13.6
Other endowment income 220 2.5 Miscellaneous 335 4.5
$8,896 100.0 $7,458 100.0
alncludes church-supported health and welfare, and excludes parochial schools.
complete and accurate. These "best estimates"
were assembled, updated where later data were
not presented, and the totals compared (Table
7).
The discrepancy between estimates based on
donor and recipient sources varies consider-
ably over the period 1930-56. The largest
discrepancies are observed in 1940 and 1945,
when data from recipient institutionspro-
duced a total only three-fourths of that from
donors. Examination of its composition sug-
gests that the most important factor in these
two large differences may be an understatement
in the income of religious organizations, the
largest single object of private giving. In 1940
and 1945 religion's share Of the total estimated
income of recipients was only 39.2 and 45.3
per cent, respectively, whereas both before
and after it was larger (in. 1935, 50.7, and in
1950, 48.7 per cent).
Because of the importance of religious giv-
ing in the total and because data on religious
giving are fragmentary and of uncertain ac-
curacy, a considerable amount of effort is being
devoted to making independent estimates of
its magnitude.
TABLE 7
ESTIMATES OF TOTAL PRIVATE GIVING TO
ORGANIZATIONS, 1930-56
Year
(Dollar values in millions)
Based on Data Ratio, Col. (2)
Donors Recipientsto Col. (1)
(1) (2) (3)
1930 $1,404 $1,530 1.09
1935 1,110 1,018 0.93
1940 1,623 1,235 0.76
1945 3,482 2,625 0.75.
1950 5,295 4,344 0.82
1956 8,896 7,458 0.84
For Protestant churches, for example, it
probably will be possible to present an annual
series from 1929 through 1960, building on
data for contributions reported to the National
Council of Churches. The NCC reporting
group has grown in size and in coverage of
major denominatIons. Even in the later years,
however, the direct data are far from all-
59inclusive. As late as 1956 the NCC reported a
total of $2.04 billion; our preliminary esti-
mate for total Protestant giving for that year
is $2.83 billion, or 39 per cent higher.
For Roman Catholic giving, there are no
comprehensive direct data on contributions on
which to build estimates of totals. The ap-
proach has therefore been to estimate how
much it would have costtosupport the
Church's religious and educational program,
utilizing the Official Catholic Directory's de-
tailed statistics on numbers of clergy, teachers,
members, students, parishes, schools, and so
forth. By use of fragmentary budget and salary
data, and parallel cost data on public schools,
it has been possible to construct what appear
to be reasonable estimates. In 1956, for ex-
ample, it was estimated that contributions were
probably about $1,378 million, distributed as
follows: church and diocese current operating
expenses, $401 million; church construction,
$175 million; church support of parochial
schools, '$802 million, of which $460 million
went for current operations and $342 million
for construction. Higher education and hospi-
talsupport, not commonly supported from
parish revenues, were counted elsewhere in
the private-giving sector.
On the donor's side, work has continued on
the analysis of the reliability of estimates based
on tax return data. Personal or family giving
is the largest source of philanthropic giving
(see Table 5), and it is increasingly being re-
ported on tax returns as a nonbusiness deduc-
tion. In 1948 less than half of what Kahn'
estimated as total personal giving (48.3 per
cent) appeared on tax returns as an itemized
deduction. By 1958, using Kahn's procedures,
more than seven-tenths (70.5 per cent) of the
estimated total appeared on tax returns. This
rise probably reflects the growth in home-
ownership, in which large mortgage interest
and property tax payments have made it worth-
while to itemize deductions, and the rise in
iC. Harry Kahn, Personal Deductionsinthe
Federal Income Tax, Princeton 'University Press for
National 'Bureauof Economic Research,1960,
Table 17.
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incomes, which has enlarged the number of
families required to file tax returns.
These materials are presently being written
up in a form suitable for publication as a tech-
nical paper.
Work is also continuing on cross-sectional
and historical analyses of socioeconomic pat-
terns in personal giving and on a similar
analysis of corporate giving. Some attention
has been paid to the treatment of private giving
in the national accounts. It is hoped that these
materials may be incorporated into the report
on basic estimates and patterns detailed above.
RALPH L. NELSON
THE IMPACT OF PUBLIC AND
PRIVATE PENSION SYSTEMS
ON SAVING AND INVESTMENT
The major segments of this study of the eco-
nomics of pensions, directed by Roger F.
Murray, have now been substantially com-
pleted. There remains the task of writing up
certain portions of the research and drafting
a comprehensive report on the findings. We
plan to publish two volumes of moderate size:
one giving a systematic presentation of the
results and the second containing the principal
study papers in complete form. The research
has been supported by a major grant from the
Maurice and Laura Falk Foundation and by
a supplemental grant from the Life Insurance
Association of America.
We have had the benefit of many helpful
suggestions from members of our advisory
committee. The members are:
Solomon Fabricant (chairman), National Bureau
of Economic Research
Robert M. Ball, U.S. Department of Health,
Education, and Welfare
Dorrance C. Bronson, The Wyatt Company
J. Douglas Brown, Princeton University
George B. Buck, Jr., Actuarial Consultant
Arthur L. Coburn, Jr., Old Colony Trust Comany
John J. Corson McKinsey & CompanyFrank G. Dickinson, National Bureau of
Economic Research
F. F. Fauri, University of Michigan
Milton Friedman, University of Chicago
George Garvy, Federal Reserve Bank of
New York
William C. Greenough, Teachers Insurance
and Annuity Association
Challis A. Hall, Jr., Yale University
Ralph W. Hemminger, Bankers Trust Company
Albert J. Hettinger, Jr., Lazard Frères & Company
R. A. Hohaus, Metropolitan Life Insurance Co.
Charles L. Jacobson, Jr., State of Wisconsin
Investment Board
E. Gordon Keith, University of Pennsylvania
Benjamin B. Kendrick, Life Insurance Association
of America
Murray W. Latimer, Actuarial Consultant
J. D. Lockton, General Electric Company
Dan M. McGill, University of Pennsylvania
Ida C. Merriam, U.S. Department of Health,
Education, and Welfare
Robert J. Myers, U.S. Department of Health,
Education, and Welfare
Vito Natrella, Securities and Exchange
Commission
James J. O'Leary, Life Insurance Association
of America
Joseph A. Pechman, Brookings Institution
Ray M. Peterson, Equitable Life Assurance
Society
Rene L. Rothschild, State of California
Department of Finance
Lawrence H. Seltzer, Wayne State University
PENSION PLANS OF NONPROFIT
ORGANIZATIONS
As a part of our detailed study of the pension
structure, Elizabeth Simpson has gathered in-
formation from' many sources regarding pen-
sion coverage and asset accumulations for the
approximately 2.2 million employees of non-
profit organizations. Coverage under the Fed-
eral Old-Age, Survivors, and Disability Insur-
ance Program has probably increased to about
80 •percent ofthis employee group and
continues to grow.
The oldest and best-known pension plans
are those established for Protestant ministers.
Over 70 per cent of the 175,000 full-time
ministers belong to denominations with formal
retirement plans. The majority are enrolled in
seventeen well-established plans which con-
form to sound actuarial principles and which
hold diversified investment portfolios reflecting
professional management. Most ofchurches
also have plans for full-time lay workers, but
coverage is not large.
Religious priests, brothers, and sisters be-
longing to ordersin the Roman Catholic
Church, who total some 200,000 individuals,
are taken care of by their orders when they
are no longer able to perform their duties. In
a real sense, provision is made 'for their retire-
ment, although no specific financial arrange-
ments are involved. In the case of the 31,000
active diocesan priests, retirement provisions
vary widely among the 111 dioceses and 26
archdioceses. In the majority of cases, the
provisions are similar to those for the religious
priests in that a sustaining income is provided
for life. However, in a number of dioceses,
formal insured or self-administered plans are
being studied and some have already been
established.
Severalassociations,includingapproxi-
mately 1,600 rabbis1from all branches of Jew-
ish religious observance, have established in-
sured pension plans. Coverage is believed to
be about 60 per cent for this group. Some
2,400 other active rabbis not' affiliated with
these larger associations may be covered to
some extent, but information is not available
on a comprehensive basis.,
Pension coverage in the field of education
has long been extensive. Of the 283,000 faculty
members in nonpublic and nonproprietary
schools and colleges, some 110,000 are mem-
bers of religious orders. About 95percent of
the 114,000 junior- and senior-college teachers
61are employed by institutions with pension
plans, and 30 per cent of the 59,000 primary-
and secondary-school teachers areso em-
ployed. These plans are typically insured and
carry full vesting rights. Most of the plans
include administrative officers, and about one-
half cover nonacademic employees.
Less complete data are available on hospi-
tals,museums, and nonprofit membership
organizations other than churches. A few of
the larger membership organizations have
substantial self-administered funds; most of the
others have insured plans. Museums and hos-
pitals have been somewhat slower to establish
plans.
At the end of 1959, the total assets of self-
administered pension funds of nonprofit or-
ganizations amounted to approximately $1
billion, and the reservesof lifeinsurance
companies under insured plans for such groups
were estimated at only slightly less than this
amount.
ROGER F. MURRAY
UNION AND JOINTLY ADMINISTERED
MULTIEMPLOYER PENSION PLANS
One of the most rapidly, growing segments of
the private pension structure has been the
group of noninsured plans administered by
joint 'boards of union and employer represen-
tatives. These multiemployer plans, together
with the older funds handled by the unions
alone, differ from the typical single-company
plan in that the employers contract for spe-
cific payments to the funds, and the trustees,
with actuarial advice, determine from time to
time the amounts of the benefits which will be
promised employees. Because the pension con-
tributions are often accompanied by substan-
tial payments for other welfare plans, the size
of the retirement funds has often been greatly
exaggerated.
Using the reports filed under state disclosure
laws, and particularly information ified with
the U.S. Department of Labor under the Wel-
fare and Pension Plans Disclosure Act, H.
RobertBartell compiled a comprehensive
picture of the assets and growth rates of some
567 major funded plans which had aggregate
62
assets in excess of $1,248 million at the end
of their 1959 fiscal years. While there are some
problems in determining which funds may
properly be included,thistotal represents
substantially complete coverage of multiem-
ployer funds (except for 82 insured plans).
The growth rate from the preceding fiscal year-
end was an impressive 24 per cent, indicating
that these funds will be of increasing impor-
tance in the years ahead.
Excluding certain large union funds which
were not broadly diversified, the composite













The indicated investment policy of these
funds is. somewhat more favorable to holding
U.S. Treasury obligations and less favorable
to equity investment than the typical single-
company pension. fund. Greater interest in
equity investments has been evidenced in re-
cent years, and some funds are prepared to
go further in real estate mortgage lending. A
striking aspect of the portfolios is the pre-
dominance of. general market securities of high
quality.
The multiemployer funded plans which we
have studied covered 2.9 million employees in
1959. The 82 insured plans covered an esti-
mated 300,000 employees. Union plans cov-
ered another 1.3 million employees. Eliminat-
ing duplications, we examined data on plans
covering a combined total of 4.2 million. The
relatively small amount 'of assets per employee
indicates both the newness of the plans and








3.0This is, of course, only one element in the
total pension structure. Below, Daniel M.
Holland indicates the broad outlines of the
growth picture which emerges for the projec-
tions he is making for pension plan assets in
the more distant future, and Phillip Cagan
reports on another major study paper that
leads to the important conclusion that the de-
velopment oLthe pension system tends to in-
crease aggregate national saving.
ROGER F. MURRAY
PROJECTION OF ASSET ACCUMULATION
We have now completed the collecting and
processing of data for our analysis of the char-
acteristics of private pension plans based on
a constant sample of the plans of 124 large
companies. Certain of the trends identified in
this sample have helped us to make estimates
of the level of private industrial pension-
plan assets over the next two decades. Such
estimates are at best highly conjectural, but
some ways of proceeding are better than others.
In our judgment, better and more informative
results would ensue from estimating each of
the fiscal operations of pension plans separ-
ately. Thus each of the fiscal flows associated
with pension plan operations—contributions,
earnings,and benefit payments—was esti-
mated, and fund accumulations were computed
as the net resultant of the three.
Moreover, our interest is not in the level
of pension funds per Se, but in the annual
changes in that level, for this is the measure
of the importance of pension funds as suppliers
of net new finance. (This is true in a proximate
capital market sense, even if no net new saving
is associated with pension fund accumulations;
ft is true in a deeper sense, of course, if there
is additional saving on this score.) Since in-
sured and trusteed funds have different port-
folios,i.e., seek different kinds of financial
instruments, our projections break down these
categories separately.
As to the method, without going into detail,
we estimated the following items for the period
1960-80 with respect to the operations of
corporate pension plans:
1. Beneficiaries and payments per bene-
ficiary to arrive at total benefits.
2. Number of covered employees and con-
tributions per covered worker to arrive at total
contributions.
3. Fund earnings on the alternative assump-
tions that earnings rates are 3.5 per cent and
4 per cent. Given reserves at the start of the
period and estimates of contributions and
benefits, fund earnings for each year were
estimated iteratively.
To elaborate a little, we made a single set
of estimates of benefit payments, because a test
with the 1950-59 data suggested our projection
of beneficiaries would be quite accurate. To
estimate coverage, we used three alternative
assumptions concerning the saturation point in
coverage and when it would be reached. And,
as noted, we used two different earning-rate
assumptions. Thus we had, in all, six estimates
of reserves and annual changes therein. But
they were not far apart. The highest of the
estimates of fund accumulations exceeded the
lowest by 8 per cent for 1970 and by 21 per
cent for 1980.
At this stage, the estimates are still subject
to careful review, but they do suggest certain
tentative conclusions. As expected, pension
funds will continue to accumulate assets over
the next twenty years and, more than that,
each year's accumulation will exceed that of
the year before. There is, however, a hint that
the annual first differences will start to tail
off by the middle 1980's. Accumulation will
still take place, but the absolute annual dif-
ferences will tend to become smaller.
We are seeking to improve our estimates
for private industrial pension-plan assets, and
are extending our purview to the funds main-
tained in connection with plans for state and
local government employees.
DANIEL M. HOLLAND
THE IMPACT ON AGGREGATE SAVING
The final draft of this study is now being cir-
culated for criticism and suggestions, with a
63view to publication as one of the study papers.
The results reported in the 41St Annual Report
(p. 53)havebeen confirmed by further test-
ing and analysis. The annual growth in public
and private pension funds appears to represent
an equivalent increase in personal savings.
Since possible reductions in saving by business
and government are probably only a small
offset to this increase, we conclude that the
development of retirement programs has sig-
nificantly enlarged the rate of national saving
over what it would have been iii the absence
of pensions.
PHILLIP CAGAN
THE MOBILITY OF CAPITAL
IN. MANUFACTURING INDUSTRIES
The monograph "Capital and Rates of Return
in Manufacturing Industries" was revised in
light of the review by the reading committee,
and is now being reviewed by the Directors.
As mentioned in Gary Becker's report, I
contributed a paper on "Information in the
Labor Market" to the Universities-National
Bureau Committee Conference on Capital




THE NATIONAL WEALTH OF THE
UNITED STATES IN THE POSTWAR PERIOD
This study is now in press, and copies are
expected in the spring of 1962. The original
manuscript was enlarged by a voluminous
Appendix B, comprising about 180 tables,
which provides detailed information on the
derivation of the estimates of the different
components of national wealth. This appendix
had previously been envisaged as part of the
document on "Statistics of National Balance
Sheets and Fund Flows."
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STUDIES IN THE NATIONAL BALANCE SHEET
This manuscript, of which Robert Lipsey is
coauthor, was submitted to the Board near
the end of the year. This study, the content of
which isindicated by the chapter headings
listed below, has been supported in part by
a grant from the Research and Educational
Trust Fund of the Mortgage Bankers Asso-
ciation.
Part I. The National Balance Sheet of the
United States During the Postwar Period
1.Main Featuresof National Balance
Sheets
2.The National Balance Sheet of the U.S.
During the Postwar Period
Part II. Housing in the National Balance Sheet
1.Housing as a Component of National
Wealth
2.Residential Mortgages as Financial As-
sets and Liabilities
3. Home Ownership and Mortgage. Debt
in Relation to Family Characteristics
Appendix A. Estimate of the Value of
Housing from Census and Survey Data
Appendix B. Distribution of Nonfarm Resi-
dential Mortgage Debt Between Owner-
Occupied and Rental Housing
Appendix C. Data on Gross Flows of Mort-
gage Funds
Part III. The Influence of Price Changes on
Net Worth
1.Summary and Significance of Findings
2.Problems in the Measurement of the
Net Worth of Groups of Economic Units
3. Net Worth Changes and Price Level
Changes
4.Asset Prices and the General Price Level
5.Leverage RatiosThe extensive tables underlying this study
and the summary volume of the Postwar Capi-
tai Markets Study (see Section 4) have been
assembled in a separate volume which is in-
tended to be published as Volume II of "Stu-
dies in the National Balance Sheet of the
United States." The tables consist essentially
of annual balance sheets and flow-of-funds
statements for seven main sectors and for about
two dozen subsectors of the financial sector for
the years 1945-58, and show holdings and
fund flows for about forty categories of assets
and liabilities. The tables are sufficiently an-
notated to enable users to trace the estimates
back to the original sources. They are some-
what more detailed, particularly for tangible
assets, than the Federal Reserve Board's flow-
of-funds statistics, and differ in many details,




"Capital Investment in Human Beings," and
"Models of Income Determination" are being
prepared for press; see Part II.
3. BUSINESS CYCLES
STATISTICAL INDICATORS
The list of twenty-six indicators of cyclical
revivals and recessions published last year in
Business Cycle Indicators (Vol. I, pp. 55 ff.)
is a revision of the list of twenty-one pub-
lished in 1950. The revised list was based upon
the performance of the series through the
business cycle contraction that ended in April
1958. Their performance at the business cycle
peak of May 1960 and trough of February
1961 therefore constitutes an independent test,
and brings the record up to date. The results
are shown in Table 8. The timing of the lead-
ing group was affected by the steel strike in
the second half of 1959. Most of the series
in this group reached highs in the first half,
declined during the strike, and did not recover
their previous highs after the strike was settled.
Business Cycle Indicators also contained a
supplementarylistofindicatorsthat had
proved useful (Vol. I, pp. 672 ff.). Current
data for nearly all of these, together with some
recent additions, a number of diffusion in-
dexes, and various analytical measures of cycli-
cal performance, are being published each
month in the Department of Commerce report
Business Cycle Developments. The history of
the construction and testing of this report since
1957 is described by Julius Shiskin in Signals
of Recession and Recovery: An Experiment




The manuscript of the first volume of the study
of the role of money in the American economy,
by Anna Schwartz and myself, has been sub-
mitted to the Board of Directors. This manu-
script, "The United States Money Stock, 1867-
1960," presents an analyticalnarrative of
changes in the stock of money, based on new
estimates of money that we have constructed.
Over the ninety-three-year period covered by
the study, money multiplied 157-fold, or at an
annual rate of 5.4 per cent, and the U.S. popu-
lation quintupled. Hence money per capita
65TABLE 8
TIMING OF 26 BUSINESS CYCLE INDICATORS:
AVERAGE THROUGH 1958 AND AT 1960-61. TURNING POINTSa
(Leads and lags in months)
No. of Timing Lead(—) or
Comparisons Median Lead (—)or Lag(+) at
Through 1958 atLag (+) Through 1958May Feb.
Business Cycle at Business Cycle 1960 1961
Indicator . PeaksTroughs Peak TroughPeakTrough
LEADING GROUP
Sensitive employment indicators
1.Average workweek, mfg. 7 8 —5 —4.5 —12 —2
2.Gross accession rate, mfg. 9 10 —10 —4 —14k —2
3.Layoff rate, mfg., inverted 9 9 —9 —7 0
New investment commitments
4. New orders, durable goods 7 8 —6 — 2 —11 —1
5.Housing starts 8 8 —14 —5 —17 —2
6.Commercial and industrial
building contracts 7 8 —9 — 1.5 c
7.Net change in number of




inverted 17 18 —7 —7 —12 —8
9.Corp. profits after taxes (Q) 8 9 —4 —2 —12 0
10. Common stock price index 19 19 —4 —5 —10 —4
inventory investment and
sensitive commodity prices
11. Change in bus. inventories (Q) 4 4 —17.5 —5.5 —12 0
12.Industrial materials spot
market price index 8 9 —7.5 0 —6 —2
ROUGHLY COINCIDING GROUP
Employment and unemployment
13.Nonagricultural employment 16 16 0 0 —1 0
14. Unemployment rate, inverted 5 6 —4 + 1.5 —3 + 3
Production
15.Industrial production index 17 17 0 —1 —4 0
16.Gross national product,
current prices (Q) 6 7 +0.5 —1 0 0
17.Gross national product,
constant prices (Q) 3 3 0 —3 0 0
income and trade
18. Bank debits outside N.Y.C. 16 17 + 1.5 —3
C C
19.Personal income 8 9 + I —2 +5 0
20.Sales by retail stores 6 6 + 2.5 —0.5 —1 1
Wholesale prices
21. Wholesale prices, exci. farm
products and foods 6 7 + 1 + 1 —10 + 8d
LAGGING GROUP
22.Plant and equipment
expenditures (Q) 9 9 + 1 +2 . 0 +3
23. Wage and salary cost per unit
of output, mfg. 6 . 7 +6.5 +9 + 10 + 6d
24.Manufacturers' inventories,
book value, end of mo. 7 7 + 1.5 +3.5 + 1.5 +1.5
25. Consumer instal. debt, end of mo. 4 4 + 5.5 + 3.5 + 7.5 +5.5
26. Bank interest rates on business
loans, last mo. of quarter 8 9 + 5 + 5 —S +lOd
66NOTES TO TABLE 8
.'List of indicators and median leads and lags are taken from Business Cycle indicators, Vol. I, pp. 679-680,
except that series 1-5, 21, and 23 have been revised. The timing in 1960-61 is based on the data in Bureau
of the Census, Business Cycle Developments. In order to carry timing comparisons back as far as possible,
data for a closely related series have sometimes been used for cycles prior to the initial date covered by the
series used currently. The principal cases of this sort are: series 5—prior to 1939, residential building contracts,
floor space; series 7—prior to 1945, number of new incorporations; series 13—prior to 1929, employment in
manufacturing only; series 15—prior to 1919, Babson's index of business activity; series 18—prior to 1919,
bank clearings outside N.Y.C.; series 20—prior to 1935, department store sales; series 22—prior to 1947,
manufacturing industries only; series 23—prior to 1946, production worker wage cost only.
bThe extreme values reached in December 1959 (accessions)and January1960(layoffs)owing to
settlement of the steel strike were ignored in marking the cyclical turns.
cNocontraction.
dBased on lowest value reached in data shown in Business Cycle Developments, March 1962.
increased 33 times, or by 3.7 per cent annually.
About half of this rise was matched by a rise
in output per capita, arid about a quarter by
a rise in prices. The rest reflected a rise in the
public's money holdings from a sum equal to
less than three months' income in 1867 to
more than seven months' income in 1960.
To show how these developments came
about, we discuss successively the greenback
period after the Civil War, the controversy
about the role of silver that reached its peak
with William Jennings Bryan's defeat in the
campaign of 1896, gold inflation
and the movement for banking reform before
World War I, the introduction of the Federal
Reserve System,the1929-33depression,
changes brought about by the New Deal, mone-
tary aspects of the two world wars, and post-
World War II monetary developments. In each
case, there is a close relation among changes
in money; money income, and prices over both
business cycles and longer periods.
The stock of money has generally risen
during both expansions and contractions in
general business, but at an appreciably higher
rate during expansions. In some contractions,
the money stock has fallen absolutely and not
merely slowed its rate of rise. This has been
true in every unusually severe contraction.
The 1929-33 contraction receives especially
detailed analysis. We conclude that the decline
by one-third in the stock of money during this
contraction, and the accompanying failure of
thousands of banks, was the result of mistakes
in monetary management. If the money stock
had not fallen, the contraction might still have
been relatively severe by historical standards.
But itis inconceivable that money income
could have declined by over one-half and prices
by over one-third in the course of four years
if there had been no decline in the stock of
money and no widespread bank failures.
We find a complex connection between
money and long-term economic growth. Four
periods display a relatively high degree of
economic stability: 1882-93, 1902-13, 1923-
29, and1948-60. Although these periods
demonstrated much the same rate of growth
in real income and a high degree of stability
in year-to-year changes in money stock, money
income, and prices, they were marked by quite
different rates of grow.th in the stock of money.
The different rates of monetary growth, in
turn, were reflected in different behavior of
prices: in period, prices fell; in one, they
were roughly constant; and in two, they rose.
Apparently, the foEces that determine the
long-rim rate of growth of real income are
largely independent of the long-run growth
rate in the money stock, so long as both pro-
ceed smoothly. But marked instabilityin
money is accompanied by instability in eco-
nomic growth.
The striking thing about the relations be-
tween monetary and economic change is that
they have remained much the same for nearly
a century, despite radical changes in our mone-
tary arrangements. External forces affecting
the behavior of money have altered, but the
connections between changes in money and
other economic magnitudes have been highly
stable.
•67Monetary changes have often been inde-
pendent rather than immediate or necessary
consequences of contemporaneous changes in
business conditions,'though there are also in-
fluences running from economic activity to
money. Changes in the money stock are there-
fore a consequence as well as an independent
source of change in money income and
though once they occur, they produce in their
turn still further effects on income and prices.
We conclude that money has been the senior
partner in longer-run movements and major
cyclical movements, and more nearly an equal
partner with money income and prices in
shorter-run and milder movements.
The revision of Volume Two, "Trends and
Cycles in the Stock of Money in the United
States, 1867-1960," a statistical analysis, is
now under way. We hope to submit the manu-
script to the Board of Directors later this year.
MILTON FRIEDMAN
DETERMINANTS OF THE MONEY STOCK
My manuscript, "Determinants and Effects
of Changes in the Money Stock," a companion
volume tothe study by Friedman and
Schwartz, has been reviewed by the staff and I
am revising it. A summary chapter has been
completed for limited circulation, and The
Demand for Currency Relative to Total Money
Supply, Occasional Paper 62, has been com-
pletely revised and will be incorporated in
the new manuscript as part of Chapter IV,
"The Currency Ratio." A draft of all chapters
and appendixes should be ready for circulation
to the Directors in the second half of 1962.
COSTS AND PROFITS
PHILLIP CAGAN
The manuscript "Cost, Prices, and Profits:
Their Cyclical Relations" has been revised and
amplified and will shortly be completed. Cur-
rent data that have accumulated since it was
written made it possible to include an analysis
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of the 1958-60 business upswing and of the
corresponding upswings in the sales of the
individual industriesstUdied.Consideration
was previously focused on the frequency of
rises and falls in profit margins and related
variables at various stages of cycles; figures
on their average size have been added. The
analysis previously ended with the profit mar-
gin; now fluctuations in aggregate profits are
also discussed.
LABOR COST
The previous treatment of fluctuations in manu-
facturing labor, cost at the individual "major"
industry level was supplemented by analyzing
separately the hours-per-unit and hourly earn-
ings components of cost. This discussion was
necessarily confined to "production" labor,
since data on the earnings of "nonproduction"
workers are not available for the industries
severally. It shows that hours per unit of goods
sold fell in 96 per cent of the upswings in
quantity sold, rose in 57 per cent of the down-
swings. Hourly earnings roseinall of the
expansions, but also in 96 per cent of the
contractions. The net result was that produc-
tion labor cost per unit rose in 33. per cent of
the expansions and 76 per cent of the cn-
•tractions. It was inversely related to volume.
Man-hours of all workers, including non-
production workers, were, estimated for each
industry onassumption that the other em-
ployees work the same number of hours per
week as the production employees. Hours per
unit, including these other workers, fell in the
same percentage of expansions, 96, as hours
per unit excluding them, but rose in a larger
percentage of contractions, 67. The average
change in expansions was a fall of 11.9 per
cent, the average change in contractions a rise
of 3.5 per cent.
We combined our data on quantity sold and
on man-hours for all the manufacturing in-
dustries covered. During 1947-60, composite
quantity had three expansions and three con-
tractions, roughly corresponding to those in
business at large. Composite hours per unit,however, fell not only in the upswings but in
the downswings, whereas in most of the ob-
servations for individual industries hours per
unit rose in the downswings. The difference is
largely explained by the smaller declines in
quantity during the• composite contractions.
The average decline in the individual down-
swings was 13.1 per cent; in the three com-
posite contractions it was only 7.2 per cent.
Technological progress tends to lower hours
per unit in contractions as well as expansions;
in the individual contractions, its influence was
not sufficient to offset the influence of declin-
ing volume, but in the composite contractions
it was more than sufficient.
Although labor cost per unit, including non-
production workers, is not available for indi-
vidual industries, it can be estimated for the
composite. It rose both in the three expansions
and in the three contractions, whereas it fell
in most individual expansions. In this case the
parts differ from the whole in the upswings
rather than the downswings, but the explana-
tion is similar. The average change in quantity
sold during the. individual upswings was a rise
of 28.7 per cent; during the three composite
upswings it was only 21.8 per cent. Corre-
spondingly, the average change in hours per
unit, which was —1 1.9 per cent in the individual
upswings, was only —6.7 per cent in the com-
posite expansions. These declines tended to
reduce labor cost. Hourly earnings; however,
rose in expansions, and rates of pay for other
workers rose also; these changes tended to
raise cost. In individual upswings, the influence
of declining hours per unit prevailed; in the
composite, the influence of rising rates of pay
prevailed.
In expansions, profits can rise even if profit
margins decline, because sales. can rise faster
than the ratio of profits to sales declines. The
new data show .that rises in aggregate profits
are in fact more frequent than rises in profit
margins.
Although available data on unit costs (in-
cluding materials and overhead as well as
labor) are imperfect, they indicate numerous
rises in cost during the postwar period both
in expansions and in contractions. Input of
labor per unit of product declines during ex-
pansions, however, and it is unlikely that other
inputs rise very muth. Increases in cost during
upswings in quantity are therefore caused pri-
marily by higher prices and wages rather than
by rising input per unit. In contractions, how-
ever, the latter factor is important.
The quantity of goods supplied in expansions
does not rise fast enough to keep margins
from rising, especially in the earlier stages.
Several possible explanations may be noted.
One is that as demand rises, higher-cost sup-
plies may be drawn into the market. A wider
spread in cost should be accompanied by a
rising average profit margin. Another possi-
bility is that it is physically impossible to ex-
pand supply as fast as demand rises. A third
explanation, in some instances, might be price
collusion.
It has sometimes been supposed that as more
and more new plants and equipment begin to
operate during an expansion, a flood of prod-
uctseventuallyglutsthe markets, breaks
prices, makes further investment appear un-
profitable, and ushers in a recession. But in
the postwar period, prices received by manu-
facturers for products sold rose more often in
the last stages of upswings in quantity sold than
at any other time. Capacity may have become
"excessive" and additional investment unprofi-
table, but the excess did not show itself in the





A preliminary report on my investigation in
this area,has been published in the compen-
dium Inventory Fluctuations and Economic
prepared for the Joint Economic
Committee, December 1961. A final report
intended for publicationas an Occasional
Paper is now in preparation.
Ownership of materials is defined as the
sum of stocks of purchased materials of manu-
facturers (or stock in trade of distributors)
69and orders for these materials that have not
yet been received by the purchaser—purchase
orders outstanding. The preliminary report
sketches practices in individual businesses, and
their reflection in the economy at large, which
suggest the usefulness of this concept.
Cyclical patterns in the change of ownership
and in each of its two major parts are examined
for department stores and manufacturers in
durable goods industries over 'the period 1947-
60. Peaks and troughs in changes in ownership
regularly precede those intotal stocks or
stocks of purchased materials. There appear
also to be evidences in the time series of in-
fluences, such as changes in raw materials
prices and delivery periods, which the analysis
suggests would cause changes in the number
of weeks' supply carried on hand and on order.
In the Occasional Paper, I expect to re-
examine some of these findings by means of
revisions and adjustments in the time series
and also analyze the cyclical behavior of the
series on ownership as distinct from its rate
of change.
RUTH P. MACK
ORDERS AND PRODUCTION IN
FTANUFACTURING INDUSTRIES:
A CYCLICAL ANALYSIS
'I spent the summer of 1961 at the National
Bureau to advance the preparation of this
monograph, which proceeded slowly the year
before because of other commitments. The
manuscript has been revised and brought up
to date, and a final draft will be ready this year.
Some of the principal findings of the study
have been summarized in recent annual reports
and in an essay, "The Timing of Manufac-
turers' Orders During Business Cycles," pub-
lished as Chapter 14 of Geoffrey H. Moore
(ed.), Business Cycle Indicators. The list of
chapters and appendixes provides an indication
of what the monograph will offer:
1.Introduction: Background and Scope of the
Study
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2. The Role of Orders in the Process of In-
dustrial Production
3.Size and Frcquency of Fluctuations in New
Orders, Output, and Related Processes
4. The Relation Between New Orders and Ship-
ments: Timing and Regression Analysis
5.Cyclical Changes inQuantitiesOrdered,
Produced, and Shipped, by Groups of In-
dustries
6.Unfilled Orders, Delivery Periods, and Price
Changes
7.Manufacturers' Orders and Investment Ex-
penditures
8, 9. Manufacturers' New and Unfilled Orders
During Business Cycles: Conformity, Am-
plitude, and Timing
10.Cyclical Diffusion of Orders and Related
Activities
11. Summary of Findings and Their Implications
A. Sources and Descriptions of Orders Data
B. Correction of Orders Series for Changes in
Prices
C. Selected Data on Manufacturers' Orders
A proposed Occasional Paper, "Unfilled
Orders, Price Changes, and Business Fluctu-
ations," has been reviewed by a staff reading
committee and will shortly be submitted to
the Board. It deals with types of short-run
reactions of manufacturers to fluctuations in
demand, and finds that variations in unified
order backlogs and in delivery periods as
means of effecting such adjustments were very
important in the post-World War II period for
several major industries, both absolutely and
relative to other forms of adjustment, such as
changes in product inventories, in current out-
put, or in prices. These matters receive full
treatment in the monograph, particularly in




Our activities in the field of computer appli-
cations are receiving continued support from
the National Science Foundation and the In-ternational Business Machines Corporation.
During part of the year, C-E-I-R Inc., pro-
videdmachine time on the IBM 7090.
BASIC PROGRAMS
The following programs for the IBM-704 and
709/7090 form the mainstay of our operations:
1.Seasonal Analysis
2.Cyclical Analysis
3.Recession and Recovery Analysis
4.Charting on the IBM-709/7090
5.Correlationand Regression Analysis
6.Computation of Residuals (Supplement to
Regression Analysis)
7.Distribution Analysis of Ungrouped Data
8.Frequency Distribution Analysis
These programs, some of which were re-
cently completed or enlarged, are described in
the following sections. Detailed descriptions
and instructions for users are available in
mimeographed form.
TIME SERIES CHARTING PROGRAM
Charts of monthly time series can now be
prepared on the IBM-709 and 7090 under a
program written by Richard Kilgore. The
charts differ inseveral respects from those
prepared by hand: the horizontal time scale
is fixed at about one-sixth of an inch per
month, not more than two series can be super-
imposed on each other, and the points (marked
by zeros or X's) are not connected. However,
connection is frequently unnecessary, especially
if only one series is plotted, and in any case
the lines can be quickly drawn in by hand.
The program offers several advantages over
others already in existence. One is that we can
plot on arithmetic and on standardized semi-
logarithmic scales. One half-cycle and one,
two, or three full-cycle scales can be specified
or selected by the program on the basis of the
data submitted. Scales are selected by the pro-
gram under a rule that isolated
extreme values but prints their levels if they
cannot be plotted.
In general, this electronic charting program
is recommended only in conjunction with other
electronic operations, such as seasonal adjust-
ment or business cycle analysis. Otherwise it
may not be worthwhile to punch the input.
However, if other operations are performed
that either require punching for input purposes
or result in output that can be used as input
for the charting program, the charting opera-
tion is useful and inexpensive. The charting
program is also integrated into our seasonal
adjustment program.
SEASONAL PROGRAM
We have made several additions to the seasonal
program.
1. Working-day adjustment computations
are now operative. This feature can be used
to feed Easter and similar holiday adjustments
into the decomposition process.
2. The program can now deseasonalize
series of less than seven but more than four
years' length, using stable seasonal factors.
3. The mean, variance, and standard devi-
ation of the irregular component is provided.
4. The program provides time series de-
composition for series which (a) need no
seasonal adjustment; (b) are available only in
adjusted form; (c) have been deseasonalized
already and are available in adjusted and un-
adjusted form.
5.Theprogram can provide punched card
output that can be used as input for other
programs, such as the NBER business cycle
analysis.
6. The program provides a set of charts,
not only of the original and finally adjusted
series but also of moving averages, ratios of
original data to these averages, moving seasonal
index curves, and other intermediate products.
This permits an evaluation of the seasonal
71adjustments and facilitates updating of the
adjustments.
We are just completing a program for sea-
sonal adjustment of "additive" seasonality.
CORRELATION PROGRAM
We have programmed certain additions to a
standard program for correlation analysis. The
additions permit the computation of "calcu-
lated" values and of "residuals" derived by
subtracting-calculated from actual values. For
models which require residuals derived by
division rather than by subtraction, we can
modify the program. We have also incorpo-
rated a test for serial correlation of the resid-
uals in the Residual Program.
DISTRIBUTION ANALYSIS
We have completed two programs for distribu-
tion analysis—one for ungrouped and one for
grouped data.
The analysis for ungrouped data, originally
written by Louis de Groot, is now operative
for the IBM-709 and 7090. It is limited to
200 observations per distribution, but can, of
course, handle distributions arranged in time,
spatial, or other sequences, without upper
limit. The program permits ready analysis of
variations in the structure of distributions—a
task that used to be extremely laborious. The
descriptive measures computed include prac-
tically all measures of central tendency, dis-
persion, skewness, and kurtosis that are com-
monly found in statistics. texts; the output
permits comparison of all major positional and
arithmetically computed measures. The pro-
gram also ranks, arrays, and cumulates the
data (in absolute and percentage terms); it
provides most analytic measures that might
be desired by the user.
Another program, written by Juanita John-
son, provides the most comprehensive fre-
quency distribution analysis that we know of.
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If required, the program can begin with un-
grouped data and set up a frequency distribu-
tion on the basis of user-specified or program-
derived classes. Class averages (and further
measures based on them) may be computed
optionally as averages of class limits, as un-
weighted averages of the raw data contained
in the class (if provided), or as user-specified
central tendencies within each class. Special
options exist for users who wish to employ the
programmainlyforincomedistribution
analysis.
Apart from the commonly used descriptive
measures of distributions, the program pro-
vides percentile band measures, with cumula-
tions in absolute and relative form; it also
provides different measures of skewness and
several inequality measures (Gini Delta and
Pareto Alpha). We believe that the program
has wide wherever distribution
analysis is used.
We plan to add a few more measures. One
group is a set of measures based on the loga-
rithms of the distribution. Another will provide
a standardized distribution in which the ab-
scissa values are given in terms of standard
deviations and the ordinate values as per-
centages of total frequencies. We plan to add
standard error measures for the mean, the
variance, and possibly for other summary
values. Finally, we intend to program for shift-
ing class limits of income distributions; this
will facilitate the derivation of reasonable class
limits when income distributions have to be
adjusted for price changes, taxes, and so forth.
SERVICE FUNCTION
As heretofore, one aspect of our work was to
assist staff members and others in the use of
electronic data processing• for economic anal-
ysis. In this context, we processed large groups
of data for Gottlieb's project on long cycles in
building construction (mainly business cycle
and some correlation analysis). For Burns' and
Moore's work on changing characteristics of
business cycles we carried out seasonal adjust-
mentsandbusinesscycleanalyses.ForConard's and Brown's interest rate study some
series were deseasonalized and several corre-
lation analyses were performed. There were,
of course, many other occasional uses of
standard and other programs.
PUBLICATIONS AND RELATED ACTIVITIES
Publications relating to the use and application
of electronic computers during the year in-
cluded Julius Shiskin, Signals of Recession and
Recovery, Occasional Paper 77; an article by
Gerhard Bry, "Electronic Data Processing for
Research in Economics and Marketing," in
Current Business Studies, No. 36 (1961); and
one on electronic computer use in forecasting
in the October 1961 issue of Sales Manage-
ment. Lectures were also given on electronic
computer use in economic analysis before the
National Association of Business Economists




Because monthly or quarterly statistics are re-.
quired for analysis of short-term economic
fluctuations, the National Bureau, over a per-
iod of several decades, has assembled an exten-
sive collection, of these) series with certain
measures, such as seasonal adjust-
ment factors, cyclical leads and lags, and so
on. In order to make this valuable resource
available to scholars, the Bureau has under-
taken, with the aid of a grant from the National
Science Foundation, to prepare for publication
that part of its collection which consists of
series relating to investment. It is hoped that
it will be possible to publish other sections of
the Bureau's collection later.
The first stage of this project has been the
compilation of an inventory of available data
on investment. Information has been col-
lected, with the assistance of Sheila J. Lemer,
on the availability of original data, seasonal
corrections, and punch cards for series on
construction contracts, building permits, hous-
ing starts, and construction put in place. Work
has also begun on an inventory of other types
of data relevant to investment, such as durable
goods production, new orders, and investment
anticipations.
It appears certain that this collection will
have to be confined to series on tangible in-
vestment; the addition of financial data, such
as mortgage lending or corporate security
issues, would require a much greater effort than
our resources could cover.
OTHER STUDIES
ROBERT E. LIPSEY
A manuscript by Milton Friedman, "Notes on
the Interpolation of Time Series by Related
Series," has been submitted to a staff reading
committee for comment. Though this paper
grew out of the problems that arose in estimat-
ing the money series in the study of the United
States money stock, the issues it deals with and
the techniques it describes are relevant to a
wide range of economic time series.
For other reports on work in the area of
business cycles, published or in process, see
Parts I and II and also Sections 4 and 5 below.
4. FINANCIAL INSTITUTIONS AND PROCESSES
CONSUMER CREDIT
The broad objective of this study, which began
in 1959 and is being supported by a general
grant from several finance companies, is to
assess the role of consumer credit in the func-







INVESTMENTAttention is centered on analysis of consumer
behavior, the level and structure of finance rates
and costs, the credit markets and the economic
and legislative forces affecting them. The study,
which is under the direction of Robert P. Shay,
has reached a stage where reports on research
findings are imminent. Preliminary reports are
planned for this year in the form of Occasional
Papers, while the final research results from
several of the studies are expected to become
available next year. The results of the entire
study will be incorporated in a summary report,
whose preparation will commence in mid-1962.
Limitationsinavailable data, time, and
budget have necessitated narrowing the scope
of some planned research projects. The scope
of the study of the rate structure in consumer
credit was limited to automobile finance when
it became apparent that sample data concern-
ing the costs of financing other durable goods
would be difficult to obtain and beyond present
resources. In the study of the cost structure of
consumer credit, the goal of building repre-
sentative estimates from a sufficiently large
sample of commerëial banks became imprac-
tical when the diversity of accounting pro-
cedures encountered forced us to limit the
sample to a small number of institutions whose
records could be subjected to close scrutiny
and comparative analysis.
The other projects have proceeded along
the general plan outlined in preceding annual
reports. A brief statement of progress on each
project follows.
THE RATE STRUCTURE IN
AUTOMOBILE FINANCE
Computation of finance rates for new and used
automobiles has recently been completed and
the preparation of a manuscript is under way.
An Occasional Paper is planned that will pre-
sent estimates of new and used automobile
finance rate levels, dealer participation in the
finance rate, and changes in rates between
selected years, 1935-59. During the past year
estimates of used-car finance rate levels and
dealer participation were obtained from a
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sample supplied by four large sales finance
companies for 1958 and 1959. These estimates
provide data comparable to used-car finance
rate levels in1936-38, available from the
Federal Trade Commission's Report on Motor
Vehicle industry (1939).. In general, the level
of used-car finance rates has been considerably
lowered since the earlier period, in. much the
same way as new-car rates. Among factors
affecting the structure of used-car finance rates,
age of car is clearly dominant. Other variables
considered in connection with used-car finance
rate levels are region, dealer participation by





This study has compiled and analyzed data
on the average cost of consumer, credit Out-
standing from various financial institutions. It
is in its final stages and a full report should
shortly be available indraft form.Itwill
present information for the years 1949-59 on
the principal components of operating and
other costs from small samples of consumer
finance and sales finance companies and for
all federal credit unions. Similar information
will be included for a small sample of com-
mercial banks for the period 1955-59.
The study documents striking variations in
the average cost of consumer credit provided
by different types of financial institutions and
suggests that some of the cost differentials can
be traced to the type of lending services pro-
vided, and that others stem from the institu-
tional framework within which the companies
operate. A downward movement in the average
cost of consumer credit at finance companies
and, to a lesser extent, at federal credit unions
during the 1950's is also indicated, and light
is shed on the internal adjustments that were
necessary to make this cost reduction possible
in the face of increasing wage rates and interest
costs.An initial report on some of the results of
the study was presented at the December 1961
meetings of the American Finance Associa-
tion, and a revision will be submitted to the
Board for publication as an Occasional Paper.
PAUL SMITH
ECONOMIC ASPECTS OF STATE REGULATION
AFFECTING CONSUMER CREDIT
A proposed Occasional Paper on rate quota-
tion and computation has been revised and
will shortly be submitted to the Board. An
appendix on certain technical aspects of pre-
payment, refinancing, extension, and delin-
quency has also been revised. The paper is
based on data collected by the National Bureau
and other sources, and covers the following
topics: methods of computing and quoting
finance charges, consumer awareness and pos-
sible uses of finance charge information, alter-
native ways of quoting finance charges, rate
quotation and competition.
Major findings are: (1) many consumers are
not specifically aware of finance rates, (2)
there is evidence that rate competition exists
to some extent in spite of lack of specific
awareness of rates, and (3) lack of uniformity
in quotation tends to reduce the effectiveness
of rate competition.
Preliminary work has been done in analyzing
the effect of legal ceilings on finance rates.
This work forms the basis of several chapters
which should be completed later this year.
CONSUMER FINANCES
WALLACE P. MORS
Most of the work on this project during 1961
was devoted to the preparation, in collaboration
with Robert P. Shay, of a draft manuscript,
"Consumer Finance Rate Knowledge, Rate
Sensitivity, and Investment in Durable Goods."
The manuscript is proposed as an Occasional
Paper and has been circulated to a staff read-
ing committee. 'In the first section, we attempt
to measure the extent and accuracy of con-
sumer information about finance rates,i.e.,
the annual effective rate on the unpaid balance
in instalment contracts. We find that the con-
sumers in our sample appeared to know that
loan size and finance rate are inversely related,
but that, within a given loan size class, they
did not know whether their own credit pur-
chase carried a relatively high or relatively low
rate. We interpret this as evidence of a rather
vague kind of institutional knowledge—for
example, that small loans are typically more
costly than large ones. We also find evidence
from survey data that explicit provision of
knowledge on finance rates would probably
increase the sensitivity of consumers to dif-
fereflces in rates, although the nature of the
data are such that quantitative inferences are
not justified.
In the second section, we examine the role.
of finance rates in decisions to invest in con-
sumer durable assets. We develop a model for
analysis of the decisions, starting with the as-
sumption of perfect capital markets and mov-
ing toward more realistic assumptions about
capital market constraints on consumer bor-
rowing. The basic constraint, in our view, is
that most consumer borrowing for the purchase
of durable assets is subject, to an upper limit
because loan maturities on instalment contracts
are generally much shorter than the service
life of the asset; hence consumers are forced
to build equity whether they wish to or not.
The model predicts that consumers subject to
this kind of constraint (rationed consumers)
will be unresponsive to changes in finance
rates because they are unable to borrow enough
to equate returns from investment in durables
with market borrowing rates. On the other
hand, consumers not subject to these restraints
(unrationed consumers) should be relatively
responsive to changes in finance rates because
they 'are free to equate the investment returns
with market borrowing costs.
Using experimental survey data, we then
attempt 'to measure response to changes in
finance rates for rationed and unrationed con-
sumers. In ten of twelve cases involving a
comparisonof responsestodifferencein
75finance rates alone, the degree of response
was lower for rationed than for unrationed
consumers. In twenty-three of twenty-four
cases involving a comparison of responses
to a simultaneous change in finance rates and
contract maturity, the evidence indicated that
rationed consumers were less responsive to
rates and more responsive to changes in con-
tract maturity than unrationed consumers.
Hence the evidence strongly suggests that rá-
tioned consumers are much less responsive
to rate changes than unrationed ones, as pre-
dicted by the model; further, the data are not
inconsistent with the proposition that rationed
consumers are completely unresponsive to
changes in finance rates.
The last section deals with a special problem
in analysis of the relations between consumer
knowledge, finance rates, and decisions to in-
vest in durable assets. If both goods and credit
are obtainable through a single seller, the price
of the product may be correlated with the
finance rate, and the "true" price of credit
may be different from the nominal or con-
tract price. In the automobile market, for
example, both goods and credit. may be sold
jointly by the dealer. In this case the dealer
receives net income by sharing the finance
chargô with the institution (sales finance com-
pany or bank) •that actually makes the credit
available to the borrower. In other cases the
borrower will obtain credit directly from a
commercial bank, typically at a lower rate
than that involved in credit transactions with
the dealer acting as intermediary. But if the
goods price were lower on joint sales via the
dealer by an amount sufficient to offset the
dealer's net income from finance charge par-
ticipation, the "true" price of credit would be
the same whether obtained directly from the
bank or indirectly via the dealer.
In a perfectly competitive market this would
necessarily be the outcome unless there were
a systematic difference in the risks associated
with direct vs. indirect credit contracts. Em-
pirical evidence provides some, though not
consistent, support for the proposition that
dealer finance income is partly. or wholly re-
turned to the customer by granting lower prices
76
on products being financed. In these cases the
true price of credit obtained from dealers is
lower than the nominal price.
F. THOMAS JUSTER
CONSUMER CREDIT AND THE
FLOW OF FUNDS
Substantial progress was made during the year
in two differentdirections. Data from the
seventy firms in the National Bureau's sample
of finance companies were extended to 1960
and prepared for punch-card processing. Anal-
ysis of this substantial body of data, which
covers both sales finance and personal loan
companies of all sizes during 1946-60, will
constitute a major part of the planned mono-
graph "Consumer Credit and the Flow of
Funds." I expect to complete a first draft by
October 1962.
The second area of progress relates to the
commercial paper market, an important source
of finance company funds and an interesting
part of the American financial system in its
own right. A number of changes have taken
place in this market since the 1920's, including
the steady trend toward finance companies as
the dominant borrowers and nonfinancial cor-
porations as the dominant lenders, the short-
circuiting of commercial paper dealers by large
finance companies that sell their paper direct-
ly, the decline in the number of borrowers, the
substitution of commercial paper borrowings
for bank debt, the tailoring of maturities to
satisfy lenders' preferences, and the increased
emphasis on very short-term paper. I have
been able to examine these and other changes
on the basis of several sorts of information:
data from National Bureau finance-company
sample firms; monthly data from most of the
direct paper sellers on amounts outstanding,
distribution of outstandings by holder and
maturity classes, bank debt, and credit lines
at banks; classifications of borrowers by in-
dustry and size of net worth, furnished by the
National Credit Office, Inc.; and a miscellany
of facts and impressions obtained from indi-
viduals with experience in the commercial
paper market.Much of this material will be incorporated
in the monograph mentioned above. However,
since not all of it is directly relevant to the
topics that will be treated there, I have pre-
pared a short report on the commercial paper
market for publication as an Occasional Paper.
An earlier version of this study was delivered
at the December 1961 meetings of the Ameri-




THE PATTERN OF CREDIT AND EXPENDITURE
ADJUSTMENT TO UNEMPLOYMENT
This study is based on more than 1,800 ques-
tionnaire interviews, conducted by the Bureau
of Employment Security and its associates in
six states, with persons applying for unem-
ployment compensation. The nature of the
questions included in the surveys and the tech:
niques which have been employed in analyzing
the data have been detailed in previous annual
reports.
A revision of the manuscript is nearing
TABLE 9
completion and some earlier findings have been
modified. The priority attached to each of nine
major techniques of adjusting to unemploy-
ment is virtually unaltered by subsequent in-
vestigation except that liquidating life insurance
is less important than it first appeared. De-
creasing savings and checking accounts, bor-
rowing money, and decreasing food expendi-
ture continue to be far and away the most
important types of adjustment made to un-
employment.
This priority pattern is of interest not only
for its own sake but also because the tech-
niques listed are representative of the three
main avenues down which adjustment to re-
duced income can proceed. If families hit by
unemployment do not draw upon liquid assets,
they must either incur debt or reduce con-
sumption expenditures. This enables us to
calculate a very rough estimate of the total
change in expenditure made during the survey
year by each family, and to analyze it in terms
of duration of unemployment and magnitude
of family debt prior to the survey year. Vari-
ations in expenditure by different income and
demographic subgroups have also been con-
sidered.
ESTIMATED AVERAGE CHANGE IN TOTAL EXPENDITURES
DURING SURVEY YEAR, BY LEVEL OF NET FAMILY INCOME
PRIOR TO UNEMPLOYMENT, SAMPLE OF
1,836 UNEMPLOYED PERSONS, 1954-59




Family Income Families Families
Prior to With Without All
Unemployment Liquid AssetsLiquid Assets Families
Under $2,000 $193 $—78 $43
2,000-2,999 — 23 —194 —110
3,000-3,999 — 66 —309 —176
4,000-4,999 — 84 —234 —148
5,000-5,999 79 —148 — 12
6,000 and over 80 —293 — 42
77Table '9 shows the estimated changes, by
income group, in total expenditure for those
families which had liquid assets and for those
which did not. The overriding fact that emerges
from the table is that the reduction in ex-
penditure was invariably larger for the groups
without liquid assets. This is true of all income
groups,thoughthedifferenceisperhaps
sharper in the upper brackets. Indeed, both the
highest- and lowest-income groups. with liquid
assets actually managed to increase their ex-
penditures somewhat despite unemployment.
The impact of liquid assets on the pattern
of adjustment has been considered as fully
as possible because these holdings clearly affect
the pattern more than any other factor. The
presence of liquid assets also influences the
expenditure pattern indirectly; holders of these
assets are frequently in a position to acquire
loans which those without such holdings could
not obtain. Thus the analysis demonstrates
that holdings of liquid assets have a stabilizing
effect by helping to maintain current purchas-
ing power, both because they can be drawn
down and because they assist .the family in
acquiring debt, the other alternative to ex-
penditure reduction. There is evidence that the
techniques of adjustment involving bothiiquid
assets and debt become somewhat less signi-
Ilcant as the period of unemployment length-
ens, and that the adjustments then revolve
more significantly about various expenditure
reductions.
Thus the implication of the study may well
be that recent United States recessions have
been less disrupting to the economy than they
might have been had the unemployed not been
able to maintain their pre-unemployment ex-
penditure pattern, and that they were enabled
to do so in part because of accumulated liquid
assets. One might argue that the destabilizing
consequences of unemployment via expendi-
ture reductions are both more immediate and
more far-reaching than those which flow from
either drawing down liquid assets or incurring
debt. Hence the destabilizing consequences of
an unemployment rate of, say, 7 per cent of
the labor force might be considerably greater




had been used up than they .have been in our
economy, with liquid holdings of considerable
magnitude.
PHilIP A. KLEIN
The objective of this study, undertaken with
the aid of grants from the Life Insurance
Association of America, is to learn what we
can about the behavior and determinants of
the yields on financial assets. We shall begin
with examination of the factors influencing the
movements of yields on specific types of assets,
and the fac.tors determining the spread between
them. The primary emphasis will be upon the
behavior of yields in the United States since
the Treasury-Federal Reserve Accord of March
1951, but, when longer coverage can con-
tribute toward an understanding of forces in-
fluencing interest rates, exploration will be
extended as far back as data permit. The study
may also consider rates in other countries in
particular instances. hoped that the major
work will be done by the autumn of 1963.
The study will consist of four parts. One,
the analysis of mortgage yields, will be directed
by Jack Guttentag, Chief of Domestic Research
at the Federal Reserve Bank of New York.
Guttentag has made several studies of resi-
dential construction and mortgage markets,
including his doctoral dissertation, a mono-
graph to be published shortly for the Com-
mission on Money and Credit, and a number
of journal articles.
The second major part of the study will be
an .analysis of 'direct placement yields. This
will be conducted by Avery Cohan, professor
of finance,University of North Carolina.
Cohan has already published one study, of
direct placements, but this was based only on
the seriously inadequate data publicly avail-
able. A major purpose of the present study
will be to obtain more adequate basic data on
direct placements and to build an analysis on
these data.The cyclical behavior ofinterestrates,
though requiring attention in all other parts of
the study as well, is the particular subject for
an analysis being carried on by Reuben Kessel,
University of Chicago, and constituting part
three of the study. It is too early to determine
all facets of this exploration, but attention is
first being directed to the cyclical behavior of
yield curves as a means of testing more gen-
eral hypotheses about determinants of the term
structure of interest rates.
The fourth part of the study is an examina-
tion of the structures of interest rates in many
dimensions, and the degree of linkage within
the capital markets as revealed by these struc-
tures and their changes over time. The dimen-
sions in which rate relations will be studied
include type of asset, risk, new vs. seasoned
issues, coupon rate, call features, term to
maturity, and miscellaneous special character-
istics, such as tax status. The first character-
istic, type of asset, includes at least two.major
breakdowns: (1) mortgages, bonds, obliga-
tions of financial intermediaries, and shares;
(2) debt of the United States government, of
state and local governments, and of various
kinds of corporations. Miscellaneous other
studies will be included, where required, in
order •to permit effective analysis of interest
rate behavior. Examples are the studies of the
seasonal behavior of interest rates and of the
spread between yields on new issues and those
on outstandings, preliminary findings of which
are given below.
We are benefiting from the advice and as-
sistance of an advisory committee consisting
of the following:
W. Braddock Hickman (chairman), Federal
Reserve Bank of Cleveland
Julian D. Anthony, Hartford Life Insurance Co.
Daniel H. Brill, Board of Governors of the
Federal Reserve System
Lester V. Chandler, Princeton University
W. A. Clarke, W. A. Clarke Mortgage Company
George T. Conklin, Jr., The Guardian Life
Insurance Company of America
Milton Friedman, University of Chicago
Raymond W. Goldsmith, National Bureau of
Economic Research
Sidney Homer, Salomon Brothers & Hutzler
Norris Johnson, First National City Bank of
New York
Robert G. Link, Federal Reserve B'nk of
New York
Roger F. Murray, National Bureau of Economic
Research
James J. O'Leary, Life Insurance Association
of America
Roy L. Reierson, Bankers Trust Company
Eli Shapiro, Harvard University
Henry C. Wallich, Yale University
C. Richard Youngdahl, Aubrey G. Lanston
& Co., Inc.
During the past year we have benefited espe-
cially from the time-consuming effort and
advice provided by Messrs. Clarke, Conklin,
Homer, and O'Leary. In the mortgage market
study we have been greatly helped also by
Peter Samuelson of the Prudential Insurance
Company and Saul Kiaman of the National
Association of Mutual Savings Banks.
Details on the plans and findings of indi-
vidual analyses thus far carried out are given
below.
JOSEPH W. CONARD
WILLIAM H. BROWN, JR.
2. STUDY OF THE MORTGAGE MARKET
The first part of the mortgage market study
will be a cross-section analysis intended to
throw light on the influence of variables sig-
nificantly affecting mortgage yields. The sec-
ond part, and far the larger, will be the
compilation and interpretation of a time series
of mortgage yields since 1951, with spot checks
going back farther. Various breakdowns of
the time series will be provided according to
major factors influencing yields. This work
should well complement that of an interagency
governmental group which is now beginning
to collect data systematically. to provide a reg-
ular yield series on conventional mortgages.
79The decision of government agencies to provide
a continuing series will greatly increase the
usefulness of our own. Correspondingly, our
study will shed light on the kind of information
that should be collected in the government
series, and on its interpretation in terms of the
previous history of yields in this market.
The cross-section study of the mortgage
market is now well under way. In it we are
utilizing data provided by the Federal National
Mortgage Association and by the Federal Re-
serve Bank of Chicago. The purpose is to learn
what we can about the factors most signifi-
cantly influencing mortgage yields. Thisis
important in its own right and also as a means
of determining what data must be collected
and what breakdowns provided in our 'time
series.
One question requiring early study is the
influence of mortgage discounts on their yield.
We have felt it important to explore this ques-
.tion, not only because any study of the influ-
ences on mortgage yields must consider this
variable, but 'also because it is important to
find whether FHA and VA mortgages can be
lumped in a statisticalanalysis where the
market in one or both may be thin. It might
be superficially presumed that, if yields are
calculated to include capital gains, they should
be equal for essentially homogeneous mort-
gages where the only difference is 'that in some
a lower contract rate is compensated by a
lower market price. A contrary hypothesis is
•that the widespread dislike of taking discount
mortgages could well force sellers to offer a
higher yield in order to find a market. Second,
it is entirely possible that the yield advantage
on discount mortgages may rise progressively
as the discount increases. On the other hand,
the yield advantage associated with any given
discount may have declined over time as sen-
sitivity 'toward taking discounts diminished.
Study of FNMA data indicates that all three
of these hypotheses may be true. It appears,
therefore, that we must' not lose, track of con-
tract rates when converting price quotations
on FHA and VA mortgages into effective
yields,and FHA mortgages must not be
lumped with VA's when their contract rates
80
differ.
Other yield-determining variables that we
have begun to examine, using data provided
by the Federal Reserve Bank of Chicago, are
maturity, loan-value ratio, size of loan, loan-
income ratio, mortgage payments-income ratio,
and new vs. existing housing. We find, for
example, that on conventional mortgages the
new vs. existing classification has no apparent
bearing on yield when maturity and loan-value
ratio are held constant. When maturity is held
constant, the loan-value ratio has a pronounced
influence on yield in the expected direction;
i.e., mortgages with high ratios carry high
yields. On the other hand, when loan-value
ratio is held constant, the yield is related in-
versely to maturity rather than directly as on
other debt instruments. This is not entirely
explained by age of property (older proper-
ties, perhaps of a riskier nature, often carry
short maturities),' since the relation holds also
for mortgages on new properties. The loan
maturity is, however, correlated with other
yield-determining variables, particularly the
loan-income ratio and monthly payment-in-
come ratio.Itis possible that when these
variables are taken into account, the afore-
mentioned relation of maturity to yield will
be reversed. This underscores the substantial
degree of intercorrelation that appears to exist
among all the yield-determining variables.
JACK GUTTENTAG
3. THE STUDY OF DIRECT PLACEMENTS
The ultimate objective of the direct placement
study is to explore the determinants of direct
placements yields and their movement over
time. One by-product of that work, however,
should be a major contribution in itself: the
compilation of a time series of direct placement
yields, broken down according to the major
variables revealed to be important in yield
determination. First priority will be devoted to
securing data on a quarterly or, if possible,
monthly basis for the period 1951-61. So far
as data permit, it is planned to provide several
time series classified according to major yield-
determining characteristics. In addition wehope to construct an over-all time series indi-
cating the general movement of direct place-
ment yields by eliminating, to the greatest
possible extent, the effects of changes in com-
position of the series with respect to variables
affecting yields. We plan to analyze the reasons
for the movements of yields over time, and
the factors explaining the spreads between the
different components of the over-all series.
A preliminary step is the identification of
major yield-determining characteristics and the
study of means by which these can be quanti-
fied. A key problem is that of providing quality
ratings for direct placements, and that study
is now under way. A second step is the actual
collection of raw data from about thirty major
lending institutions, chiefly life insurance com-
panies and pension funds. We are now making
arnthgements for the collection of these data.
A third step is to carry out some form of
multivariate analysis in order to find a satis-
factory system of classification for the time
series.
It is our hope to begin data collection early
in 1962 from four or five companies. Timing
depends primarily upon the completion of our
study of methods for making quality ratings.
AVERY COHAN
4. CYCLICAL BEHAVIOR OF INTEREST RATES
This study is designed to find out how interest
rates behave cyclically, and why they behave
as they do; Since the end of World War II,
there have been four complete business cycles.
During these cycles, there have been some
obvious uniformities in the behavior of yields
on government issues of varying maturities.
In general, the dispersionyields has been
high around business cycle troughs and small
around peaks. The coincidence of peaks and
troughs in specific cycles of various interest
ratesseries and business cycle peaks and
troughs has been striking. For the latest three
cycles, the specific cycle peaks and troughs of
four series of governments were, on the aver-
age, about two months away from business
cycle peaks and troughs.
For government issues,the variance in
yields over the business cycleis generally
larger, the shorter the term to maturity, of the
security. However, thisrelationshipisnot
monotonic. The variance in nine- to twelve-
month issues has been greater than the variance
in three-month Treasury bills. Both have more
cyclical variability than three- to five-year
issues or twenty-year governments. The yield
differential between three-month bills and nine-
to twelve-month governments has a cyclical
pattern. It is smallest at troughs and widest at
peaks. In contrast, the yield differential be-
tween three-month bills and long-term govern-
ments is largest at business cycle troughs and
smallest at peaks.
Still to be determined is the cyclical behavior
of agency issues and corporates of varying
degrees of quality. Do the peaks and troughs
in the yield series of these issues match the
peaks and troughs in business cycles as well
as government yieldseries? Do the yield
spreads of different maturities of agency and
corporate securities also have a cyclical pat-
tern? Are there important differences between
the cyclical behavior of interest rates during
the prewar and postwar business cycles? If so,
are these differencesgreatestat peaks or
troughs?
Expectations and liquidity-preference theo-
ries of the term structure of interest rates are
being investigated in an effort to determine
whether they can further our understanding of
the cyclical behavior of rates. The implications
of these theories for the cyclical variation of
rates are being used as a guide for the collection
of data on their cyclical behavior. These data
are being used to evaluate the empirical vali-
dity of these theories.
It appears that the expectations hypothesis
has relevance for explaining the greater sta-
bility of long relative to short rates. Since short
rates encompass a period of time short relative
to the length of the business cycle, they are
dominated by forcesspecific to particular
phases of the business cycle. As a consequence
they reflect the sharply varying conditions
found in different phases of the cycle. In con-
trast, long rates encompass a period of time
long relative 'to the length of the business
81cycle, and hence reflect an average of cyclical
conditions and not just conditionsduring
specific phases of a cycle. Thus the yields on
short maturities reflect cyclical variations that
are averaged out in long rates. To use .a lan-
guage made famous through Friedman's work
on the consumption function, the long rate
can be viewed as a normal or permanent rate,
and the short rate, when the economy is at a
cyclical peak or trough, as having a large
transitory component. This component is typi-
cally negative at troughs and positive at peaks.
The foregoing does not explain the greater
cyclical stability of bill yields relative to yields
on nine- to twelve—month governments. The
liquidity-preference theory, which has impli-
cations for the term structure of interest rates,
is being explored as a possible explanation of
this phenomenon. It is fairly clear that bills
are better money substitutes than one-year
governments. Hence, so far as this considera-
tion dominates returns, the yields on bills
ought to be generally lower and a yield spread
ought to exist that reflects the differential ad-
vantages of bills over one-year governments as
money substitutes. This yield spread has a
cyclical pattern. Because interest ratesrise
from business cycle troughs to peaks, the op-
portunity costs of holding money also rise.
The closer a security is to money, the more
its opportunity costs should rise with that of
money. Insofar as bills are better substitutes
for money than one-year governments, the
opportunity costs of holding bills relative to
one-year governments should be expected to
rise. Hence the yield spread between bills and
one-year governments should widen as an
economy moves from trough to peak. The
greater the rise in interest rates, the greater the
increase in the yield spread between bills and
one-year governments.
The foregoing explanations, in contrast to
the factual statements, are highly tentative and
may either be modified or completely rejected
when confronted with additional evidence. The
next stage of the investigation is to collect the
evidence relevant for a thorough test of the





An investigation into the seasonal analysis of
interest rates is well advanced. A large group
of series were subjected to the Shiskin tech-
nique of seasonal adjustment. To test further
for the existence of a seasonal, variance analy-
sis was applied to the monthly ratios of the
original interest rate series to its twelve-month
moving average. The "F" test applied for the
fifties showed significant results at the 1 per
cent level for Treasury bills, corporate Baa
bonds, and bankers' acceptances. It showed
significance at the 5percent level for state
and local issues and commercial paper. The
null hypothesis that there exists no significant
difference among the monthly means was in-
dicated for long-term U.S. governments and
Aaa corporate securities.
The normal seasonal pattern in bill yields
indicates a falling off from a seasonal high in
December to a temporary low in March, fol-
lowed by a rise in April and May, and then a
fall to a low in July. Rates then rise to a
temporary high in September and fall back
somewhatbeforereachingtheir peak in
December.
The time pattern for state and local issues
and other long-term issues is quite different.
Here yields reach a seasonal peak in the early
fall, and the seasonal low is reached in the
early spring.
The seasonal adjustment of these series does
cause some shifts in cyclical turning points.
In the fifties the upper turning point for bills
was changed by a few months at each peak,
and the lower turning points were unchanged.
For state and local issues a change in the
upper turning points occurred in Moody's Aaa
series, but not in the Standard and Poor's
High Grade Municipal series.
In identifying the causes of the seasonal
variation in the bill market, a major explana-
tory variable appears to be variation in the
supply of government securities of less than
one-year maturity held by the public. Part of
these supply changes reflect the seasonal fluc-
tuation of Treasury receipts and expenditures.Causatibn on the demand side is suggested by
the existence of a definite seasonal pattern in
the volume of short-term, government securi-
ties held by the public. Statistical evidence
seems to support the presumption that a partial
explanation is to be found in the concurrent
movement of tax liabilities of nonfinancial
corporations and their bill holdings. The sea-
sonal in the state and local market may also
be partially explained by seasonal differences
in the volume of new issues and the resulting
change in dealer inventories. Examination of
causes of the seasonal patterns of interest rates
where they appear to be statistically significant
is continuing.
6. NEw-IssuE YIELDS
WILLIAM H. BROWN, JR.
It is generally recognized that, at least during
the postwar period, the yields on new issues
have usually exceeded those on outstandings.
Studies of monthly averages suggest that this
spread has often been quite substantial. Moody
data indicate that new Aa corporates yielded
33 basis points more on the average from
1956 through1960 than did comparable
seasoned issues. In every month from April
1956 through December 1957 the yields on
new Aa securities were even higher than
the yields on A outstandings, and this spread
favored the new Aa's by an average of 55
basis points throughout 1957. In June 1957
the buyer of corporate Aa's could have in-
creased his yield by one-quarter if he had
purchased new issues instead of seasoned ones.
Dates chosen for these citations exaggerate
the spread between new and seasoned yields,
but monthly averages indicate at least some
favorable spread in the overwhelming majority
of months since the data became available in
January 1951. A similar spread is also revealed
in series for other rating groups. We have been
exploring the causes of this relationship.
The most important fact revealed thus far
is demonstrated by study of a series provided
by Sidney Homer for Salomon Brothers &
Hutzler, and extended back to 1951 for the
benefit of this study. Homer's series are broken
down by coupon as well as industrial classi-
fication and rating. This breakdown shows a
substantial,thoughvariable,advantage' in
yield on par or premium securities as con-
trasted with those selling at a discount. This
yield differential may be partly explained by
tax considerations favoring discount securities,
but it appears to be much more largely at-
tributable to the fact that price increases can
readily occur on discount securities but not
on par or premium issues where call features
are present. This means that yields to dates
short of maturity can appreciably exceed cal-.
culated yields on discounts, but not on callable
par or premium securities.
In the postwar period interest rates were
subject to a strong upward trend, with the'
consequence that, especially during periods of
sharply rising rates, outstandings were generally
selling at a discount. This suggests that the
higher yields on new issues might be caused
primarily by the fact that they were usually
seffing at or above par, whereas seasoned
issues were mostly at discount. We have, there-
for, calculated the yield for each month on a
hypothetical Aa seasoned utility of coupon
corresponding to that of new issues, and com-
pared this yield with that of the new Aa utilities.
This procedure seems to reduce the spread
between new and seasoned utilities by almost
two-thirds. The general character of the spread
and its timing is not greatly changed, and a
number of other explanatory variables have
been studied. But this exploration would sug-
gest that if homogeneity on coupon is attained,
the spread between new and outstanding issues
is greatly reduced. The market is much more
perfect than might have been, supposed.
Space is too limited to describe other ex-
planatory variables, but the indication is that
the following factors influence spread, their
importance probably being in about the order
listed:(1) increases in yields on securities
generally, (2) tightness of the money market,
(3) the absolute level of long-term yields, (4)
the volume of new issues, and (5) the volume
of anticipated new issues. Our reason for un-
certainty in the ranking of these variables is
that we have not yet completed multiple corre-
83lations that include the average discount as a
variable. Excluding this variable, all the de-
terminants listed above, except anticipated new
issues, seem to have statistical significance in
relation to Moody's Aa corporates.
JOSEPH W. CONARD
THE QUALITY OF CREDIT IN
BOOMS AND DEPRESSIONS
These studies, financed in large part bya grant
from the Merrill Foundation for the Advance-
ment of Financial Knowledge, have investi-.
gated credit quality problems in a wide range
of types of instruments and markets. During
1961, progress was most notable in four areas:
bank business loans, trade credit, corporate
securities,, and residential mortgages. Separate
reports on the trade credit, corporate securities,
and residential mortgage studies appear below.
Albert Wojnilower's study of the quality of
bank loans to business, based upon Federal
Reserve examination reports (see 41st Annual
Report, pp. 62-63), was revised during the
year and has been submitted to the Board.
Analysis of the lending experience of Federal
Land Banks on farm mortgage loans of differ-
ing characteristics is still in process. To date
it has not been possible to secure information
on the quality of postwar state and municipal
securities beyond that reported in the 41st
Annual Report (pp. 63-65). The draft manu-
script on consumer credit quality by Geoffrey
Moore and Philip Klein is being revised.
Some progress has been made in drafting a
summary volume that will bring together the
findings of all the studies in systematic fashion.
Since, however,several ofthe underlying
studies are not complete, it is planned to pre-
pare a shorter summary of some major features





In the sixteen years since the end of World War
Lithe volume of new corporate bond offerings
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has substantially exceeded the total volume of
offerings from 1900 through 1943, the popu-
lation that formed the basis for Hickman's
pathbreaking work on the quality of corporate
bonds.' Because the economic climate since
the end of World War II has been extremely
favorable, there has been no stringent test of
the quality of these bonds, which have become
an important element in the assets of many
financial institutions.
For these reasons it was decided to apply
as many of Hickman's quality tests as possible
to postwar bond offerings, with a view to
establishing some' impression of the trend of
quality in this type of credit. Most of the year
1961 has been devoted to the collection of
data; analysis and drafting are now under way.
The basic data for the study were obtained
from two sources. Characteristics of publicly
offered issues were obtained from the periodic
descriptionsof newissuespublished by
Moody's and Standard and Poor's. Data on
issues placed privately were obtained from the
Investment Dealer's Digest and supplementary
data provided by the National Association of
Life Insurance Commissioners. While the totals
fall short of those of the Securities and Ex-
change Commission, they constitute all those
issues on which a public record could be found
and make up a sufficiently high proportion of
the total volume of new issuesto assure
reasonable accuracy in detecting major shifts
in quality.
As presently constituted the study devotes
separate sections to postwar levels and trends
in defaults, agency ratings, earnings coverage,
lien position, and market ratings as indicators
of quality. In addition, separate chapters are
devoted to the quality characteristics of private
placements and convertible bonds, both con-
spicuous elements in post-World War II cor-
porate financing. The chief differences in treat-
ment from that provided by Hickman are that
in the postwar study minimum effort has been
made to assess the quality of issues outstand-
1W. Braddock Hickman, Corporate Bond Quality
and Investor Experience, Princeton University Press
for National Bureau of Economic Research, 1958.TABLE 10
POSTWAR DEFAULTS OF "STRAIGHT" DOMESTIC CORPORATE BONDS, 1944-60







1944 $ 30.5 Before 1900 $ 63.7 Industrials $4.8
1945 19.8
1946 .6 1901-10 120.7 Utilities 38.9
1947 13.3
1948 5.5 1911-20 72.4 Rail and other
1949 88.6 transportation 285.9
1950 ' 1.6 1921-30 . 64.5
1951 3.2 Total $329.6
1952 .3 1931-40 6.2
. 1953 .5
1954 .30.4 1941-50 .6
1955 134.9 .
1958 .4 1951-60 1.5
Total $329.6 Total $329.6
issues without definite maturity, and income bonds. The classification follows NOTE: Excludes serial issues,
that in Hickman's studies.
NBER tabulations of Moody's Listings of Bonds in Default.
aThere were no defaults in 1956 and 1957.
ing at any one time (instead, only the quality
of the new issue flow is studied), and no at-
tempt has been made to relate quality and
yield to obtain realized investment experience.
The following findings are tentative, since
much of the cross-checking remains to be done.
Nevertheless, the broad outlines of the findings
seem clear.
In terms of most of Hickman's measures,
corporate bonds issued in the postwar period
are as a group of substantially higher quality
than at any time since 1900. Agency ratings,
earnings coverage, and market ratings of post-
war issues are noticeably better than those
prevailing in the twenties, thirties, and even
earlier. In terms of lien position(i.e.,the
pledge of specific assets and the ranking of
the creditor interests of holders), postwar
issues are less strongly protected than were
those of earlier periods generally, but it ap-
pears that this characteristic has become sub-
ordinated in investors' minds to other quality
characteristics. While at this point it is possible
only to speculate about why bond quality has
improved, it would seem that the lessons of
the twenties and thirties, the postwar improve-
ment in corporate financial positions, and the
growing sophistication and increased import-
ance of institutional investors in the bond
market must have played a considerable part.
When the later postwar years are compared
with the 'earlier ones, the picture is not quite
so comforting. Although the earnings coverage
position has not deteriorated, the agency rat-
ings, lien position, and market rating measures
have all shown a drift toward lower quality.
85The most recent figures still show substantially
better quality than in the 1920's, and the post-
war deterioration has been slight; but itis
perhaps notable that most of the measures
mentioned did not show really sharp deterior-
ation in the 1920's either. One is left to wonder
how much of the apparently superior quality
of corporate bonds issued in the post-World
War II period is merely a by-product of the
improved economic conditions of the times,
rather than a basic improvement in the quality
of the instruments or theft issuers.
Bond defaults of the postwar period, when
compared with those earlier periods in which
there were no severe depressions, are of inter-
est in assessing this question. As Table 10
shows, the total volume of straight corporate
bonds going into default in the pOstwar period
(including 1944 and 1945) was over $300
million, or an annual average of slightly more
than $20 million. This average is smaller than
the default figure for any single earlier year
as far back as 1907. As a. percentage of the
total bonds outstanding and in good standing,
i.e., the eligible bond population, bond defaults
of the 1940's were only half, and those of the.
1950's substantially less than half, those of
previous decades of the 1900's. There is also
a sharp contrast between the negligible defaults
during the postwar recessions of 1948-49,
1953-54, and 1957-58 and the defaults of the
depressions of somewhat comparable severity
in 1923-24 and 1926-27. During these earlier
two-year periods, bond defaults approximated
$500 million and $400 million respectively,
according to Hickman's study.
Moreover, less than 1 per cent of the bonds
that did go into default in the postwar years
were postwar issues. By far the largest pro-
portion were issues of the 1907-13 period.
Over two-thirds consisted of railroad bonds.
It is hoped that by the time this Annual
Report appears thestudiesof convertible
bonds and private placements will have been
completed, drafting finished, and data checked.
The preliminary draft is also being revised to
include further comparison of the present
situation with that of the 1920's.
ThOMAS R. ATKINSON
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TRADE CREDIT: A QUANTITATIVE AND
QUALITATIVE ANALYSIS
A draft of this study has been completed.
Among the data developed preparatory to the
qualitative analysis were new estimates of the
total volume of trade credit outstanding for
the period 1947-57 and of the distribution of
trade receivables and payables by economic
sector and manufacturing industry and by size
and profitability status of firms. Detailed data
from the U.S. Treasury Source Book provided
the backbone of this part of the study.
The analysis of trade credit quality involved
securing both ex post, measures (actual experi-
ence) and cx ante (predictive) quality meas-
ures. The ex post measures employed are (1)
the volume and rate of bad-debt losses of non-
financial enterprises, (2) trade credit delin-
quencies, and (3) business failures.
These 'measures, on balance, indicate that
the quality of interfirm credit declined in the
1947-57 period, although the evidence is not
entirely unequivocal. The data on trade credit
delinquencies are not reliable enough to as-
certain their trends. While the dollar volume
of trade credit losses currently exceeds a bfflion
dollars a year—or more than the losses of all
other forms of credit combined—the ratio of
trade credit losses to receivables outstanding,
though behaving cyclically, had a stable trend.
On the other hand, the ratio of trade credit
losses to sales rose appreciably, and failure
rates, as measured both by numbers of firms
failing and by the ratio of the dollar volume
of failure liabilities to total current liabilities,
rose substantially (see Chart 8).
Such cx post measures, taken alone, are not
sufficient for a full diagnosis. The main object
of the study was to secure reliable data which
would foreshadow weaknesses in the trade
credit fabric. Three types of cx ante measure-
ments are used in this study: (1) movements
of selected financial ratios, (2) trends in Dun
and Bradstreet credit ratings, and (3) changes
in the distribution of trade debt among busi-
ness borrowers representing differing degrees
of risk.Earlier studies have indicated that four
financial ratios are especially helpful in predic-
ting the subsequent failure of business firms:
the "quickratio"(cash and government
securities to current liabilities), the "current
ratio" (current, assets to current liabilities),
the ratio of net working capital to total assets,
and the ratio of net worth to debt. The3e ratios
are widely used in analyzing the risks attached
to the extension of trade credit to particular
concerns.
Without exception the course of these four
ratios was downward during the period 1947-
57foreach of the six major business sectors
(see Chart 9). When the sectors were com-
bined into an all-sector business aggregate, the
liquidity ratio declined by about one-third, the
working capital and worth-to-debt ratios each
by about one-fifth, and the current ratio by
more than one-eighth. In general, the ratios
were better maintained in manufacturing than
in other business sectors, with the service
sector showing the greatest weakening. Analy-
sis of the behavior of these ratios according
to business size classes within sectors shows
that the decline was greatest for the smaller
firms.
A decline in the quality of trade credit
during the 1950's is also suggested by the up-
ward drift in the proportion of firms whose.
credit rating in Dun and Bradstreet is only
"limited" or "fair." Victor Zamowitz' earlier
study of these credit ratings (see 38th Annual
Report, pp. 59-63)isthe basis of this portion
of the study.
Analysis of the changing distribution of trade
payables among economic sectors and among
different types of firms produces mixed evi-
dence regarding quality changes. The share
of all payables owed by small and young firms
(both of which have been shown to be of more
than average riskiness) did not increase ap-
preciably during 1947-57, but the proportion
of trade debt owed by the especially risky
class of small firms operating at a loss did
rise substantially.
Still other measures of the quality of trade
credit investigated were the ratios of trade
receivables to sales (the "collection period"
CHART 8
Rates of Trade Credit Losses and Business
Failures, Major Business Sectors Combined












(2) Failure liobililles to current
.200 -
(3) Bad debt losses to sales
(4) Failures per 10,000 firms
Ratio' scales
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(1)Ratio of bad-debt losses to receivables outstand-
ing:mining,manufacturing, wholesale,and
construction corporations. Data from Source
Book, U.S. Treasury.
(2) Ratio of failureliabilities to total current II-
abilities. Failure liabilities are for corporate and
noncorporatenonfinancialfirmsreportedin
Dun & Bradstreet's Failure Record. Current
liabilities in the 1947-57 series are for corporate
and noncorporate nonfinancial firms reported
by Raymond W. Goldsmith, "Studies In The
National Balance Sheet of the United States,"
MS., NBER, Tables 111-2, 111-4. Current liabil-
ities in the 1954-61 series are for', all corpora-
tions, excluding only banks, savings and loan
associations, and insurance companies, Eco-
nomic Report of the President—1962, Table
B-66, p. 284.




(4) Rate of failure per 10,000 firms. Corporate and
noncorporate nonfinancial firms, Dun & Brad-
street's Failure Record.
87CHART 9
Selected Ex Ante Measures of Credit Quality,
Corporations by Sector
of .trade creditors) and the ratio of trade pay-
ables to sales (the "payables turnover" ratio),
which measures, in a sense, the dependence
of firms upon trade credit financing. Both of
these ratios rose appreciably over the 1947-57
period, indicating some decline in trade credit
quality. The. rise in the collection period is
tantamount toa lengthening of the credit
terms of sales and hence an increase in risk•
exposure.
Tests of the prognostic ability of several of
the ex ante measures were made by combining
them into an "index of credit quality" and re-
gressing this index upon the ex post measures,
similarly combined into an "index of credit
difficulties." The inverse correlation of the in-
dexes proved statistically significant.
Although rigorous cyclical analysis of either
ex ante credit quality or credit difficulties was
not possible with available data, the evidence
supportsthehypothesisthattradecredit
quality weakens during periods of general eco-
nomic expansion and is restored during periods
of recession. The study also suggests that while
many American businesses were in an un-
usually strong credit positionshortly after
World War II, owing to the liquidation of debt
and the wartime and postwar inflation •of
values, this was no longer the situation by the
late 1950's.
MARTIN H. SEIDEN
POSTWAR RESIDENTIAL MORTGAGE QUALITY
The unprecedented rise in residential mort-
gage debt since the end of World. War II gives
special importance to the question whether
there has been any deterioration in its quality.
The possibility of deterioration is strengthened,
a priori, by the sharp rises in loan-to-value
ratios and in typical maturities that have char-
acterized residential mortgage lending in the
postwar years. The easing of these mortgage
terms in recent years is shown in Tables 11
and 12.
The average maturity of VA and FHA loans
made on new houses rose from about twenty
years in the early postwar years to twenty-nine
Current Ratio
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SouRcE: SourceBook, U.S. Treasury.
88turities on loans on existing houses—not shown
in Table 11—rose about as much proportion-
ately, although from lower levels.) Table 12
indicates a similar trend in the typical maturity
of conventional residential mortgages.
A sharp rise in loan-to-value ratios paral-
leled the rise in maturities during the postwar
available to large classes of veterans during
most of the postwar years. As Table 11 shows,
however, the risein average loan-to-value
ratios was proportionately as great for FHA as
for VA mortgages. By 1960 the average loan-
to-value ratio exceeded 91 per cent for.FHA
loans and reached 97 per cent for VA loans.
TABLE 11
POSTWAR TREND IN RESIDENTIAL MORTGAGE TERMS:
FHA-INSURED AND VA-GUARANTEED LOANS ON NEW HOMES
















MADE Years Months Per Cent
IN (1) (2) (3) (4)
1946 21.0 19-4 84.1 92.7
1947 20.2 20-2 81.2 90.4
1948 20.1 19-8 80.1 84.5
1949 22.8 21-2 83.6 86.5
1950 24.1 23-0 85.0 91.9
1951 23.4 24-0 82.5 89.6
1952 21.7 23-1 80.4 86.9
1953 22.2 23-0 82.9 88.8
1954 22.9 25-9 82.2 92.6
1955 25.6 27-5 85.0 94.5
1956 25.5 27-2 83.2 93.1
1957 25.5 27-4 82.3 92.2
1958 27.3 28-3 88.7 94.3
1959 28.8 28-9 91.0 96.7
1960 29.2 28-9 91.4 96.9
SOURCE
Cols. 1, 31946-59 data are from HHFA Annual Reports; 1960 data are from Quarterly Reports
on FHA Trends.
Cal. 2 1946-59 data were supplied by the Veterans Administration. 1960 was extrapolated
from 1959 by the percentage change in the average maturity calculated from the
distributions shown on p. 66 of Housing Statistics, October 1961 (monthly issue),
assuming maturities of 15, 18, 23, 27.5, and 30 years for the respective groups.
Col. 41946-59 data were calculated from the series on average loan and average purchase
price supplied by the Veterans Administration. 1960 was extrapolated from 1959
by the percentage change from 1959 to 1960 shown by the annual averages of
monthly data given in Housing Statistics, May 1961, p. 64.
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years by 1960. (Average VA and FHA ma- years. "No-down-payment" mortgages wereTABLE 12
POSTWAR TREND IN RESIDENTIAL MORTGAGE TERMS:
CONVENTIONAL LOANS MADE BY SAVINGS AND LOAN AssoclAnoNs ON NEW HOMES
Percentage of AssociationsReporting
Percentage of Associations Reporting
Their Typical Loan-to-Value
TheirTypical Maturityto Be: Ratio to Be:
Under 15 20 Years 25 Years Under 65 75 Per Cent
Years and Over and Over Per Cent and Over
(1) (2) (3) (4) (5)
1948 64.1 21.8 n.a. 37.1 26.2
1949 71.4 16.9 n.a. 44.2 15.7
1950 29.7 26.4 n.a. 41.7 16.2
1951 26.2 25.8 n.a. 47.7 9.1
1952 n.a. n.a. n.a. n.a. n.a. •
1953 24.7 23.6 n.a. 37.8 11.0
1954 20.8 29.4 n.a. 32.2 16.4
1955 39.1 n.a. 18.3 30.2
1956 18.7 40.2 2.8 16.6 28.8
1957 14.9 43.7 3.4 17.0 25.4
1958 14.3 49.0 4.3 10.9 34.6
1959 8.7 60.9 12.2 8.0 46.0
1960 6.9 67.8 14.5 . 5.0 52.9
1961 7.6 69.5 18.2 3.8 60.1
SOURCE: Data collected by the U.S. Savings
and loan associations" in the spring of each year.
Table 12 shows that loan-to-value ratios
also advanced markedly in the conventional
mortgage field.
The risein loan-to-value ratioshas, of
course, permitted purchases of houses by per-
sons with smaller resources, and reduced the
equity margin protecting lenders. The lengthen-
ing of maturities, by reducing the monthly
mortgage payments required for a loan of any
given size, has permitted persons to finance
larger housing purchases relative to their in-
comes. On both counts there is a presumption
that the average quality of mortgage debt may
have declined.
Despitethesedevelopments,residential
mortgage quality, as judged by foreclosure and
loss rates, has stood up very well. High em-
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and Loan League from a "representative group of savings
ployment and relative economic stability, to-
gether with the rising house and residential
land values associated with rapid population
growth, high family formation, and some gen-
eral inflation, have helped to validate the more
liberal mortgage lending terms. Most straitened
borrowers have been able to sell their houses
for more than enough to cover their indebted-
ness, and the holders of most defaulted mort-
gages have been able to sell the foreclosed
properties without loss.
There is increasing evidence that this favor-
able combination of circumstances is passing.
The rate of family formation has recently been
declining. Prices of existing houses in many
areas have ceased to rise or have even begun


















NOTE: Shaded areas represent business cycle con-
tractions;unshadedareas,expansions(monthly
chronology).
aLoans delinquent two months or more: quarterly
averages supplied by U.S. Savings and Loan League,
based on monthly data reported by a representative
sample of associations.
NOTE: Shaded areas represent business cycle con-
tractions;unshadedareas,expansions(monthly
chronology).
SOURCE: National Delinquency Survey, Mortgage
Bankers Association of America. Loans infore-
closure are included.
NOTES TO CHART 10 (continued)
bAll city mortgages (not merely residential) de-
linquent two months or more, including loans in
foreclosure, as compiled by Life Insurance Associ-
ation of America on the basis of the experience of
companies holding approximately 80 per cent of the
assets of all U.S. life insurance companies.
cResidential mortgages of one- to four-family units
delinquent two months or more, including loans in
foreclosure, from National Delinquency Survey, com-
piledbytheMortgage Bankers Associationof
America from company reports.
dMortgages delinquent three months or more, as
reported by the National Association of Mutual Sav-
ings Banks in its Special Bulletin. The break.in the
series at the beginning of 1956 reflects the inclusion
of loans in foreclosure, and that at the beginning of
1960 the restriction of coverage to loans on one- to
four-family houses. For 1953 through March 1958,
delinquency rates on FHA, VA, and conventional
loans, supplied by NAMSB, were weighted by the
amount of holdings of the given type of loan.
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CHART 10
Residential Mortgage Delinquency, as Reported by
Important Classes of Lenders, 1953-61
(ratio scales)
Per cent of total
numberof loans
outstanding Savings and Loan Associations°
CHART 11
Delinquency of Two Months or More on
One- to Four-Family Housing Loans,
by Type of Loan, 1953-61
1953'54'55'56 '57 '58'59'60 '61ties and on homeowner units, have been rising
in the past few years. In 1950 only about 2.5
per cent of rental units were vacant, and in
the mid-1950's this percentage hovered around
5 to 6 per cent. In 1961, however, rental hous-
ing vacancy rates rose to about 8 p'er cent.
Although conditions vary greatly among sec-
tions of the country, it appears that the general
sellers' market inresidential houses isdi's-
• appearing.
Foreclosure rates have begun to show some
evidence of this change. The foreclosure rate
on nonfarm one- to four-family homes in the
U.S., which has been extremely low by his-
toricalstandardsthroughoutthepostwar
years, has recently been creeping up. The esti-
mated rate of foreclosure per 1,000 such dwell-
ings was 1.96 in 1957, rose to 2.35 in 1958,
and reached 2.65 in 1960.
Foreclosures tell only part of the story. De-
linquency(i.e.,the failure of borrowers to
make scheduled mortgage payments promptly)
provides more sensitive and discriminating
evidence. Chart 10 presents delinquency data
gathered by associations representing impor-
tant• classes of residential mortgage lenders.
The rates refer to all types of residential mort-
gages, in the portfolios of the reporting lenders.
Althoughdifferencesinabsolutelevels
among lender classes should not be given much
significance, because of differences in the com-
position of their portfolios and in reporting
methods, it will be observed that until the
latter part of 1957 the course of mortgage de-
linquency was steady or downward for all
classes. From then on, by contrast, the trend
in all cases has been upward, and steeply so
in 1960 and 1961.
Chart 11 traces delinquency experience on
-FHA,VA, and conventional mortgages separ-
ately. It shows that the recent rise in delin-
rates has occurred in all three classes
of mortgage, although it has been sharper for
VA and FHA loans than for conventionals. In
general, delinquency has been highest on VA
loans and lowest on conventional, although
recently FHA experience has been little better
than that for VA loans. These differences ac-
cord with the quality differences suggested by
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•the maturity and loan-to-value ratios for VA,
FHA, and conventional mortgages.
There is some, bu't slight, evidence in these
nationwide figures of sensitivity of delinquency
to changing general economic conditions. They
fell generally to their lowest levels during the
period of prosperity ending in 1957, and there
was a sharp rise in the recession of 1957-58.
On the other hand, delinquency continued to
rise through the prosperity period ending in
the summer of 1960, and the improvement in
economic conditions beginning in the spring
of 1961 has not prevented a further rise. As
of the end of 1961, mortgage delinquency
rates had reached. their highest level since these
statistics were first compiled. Provisionally it
appears that secular or structural develop-
ments have been more important than the
recent moderate cyclical swings in explaining
changes in residential mortgage delinquency.
A number of other features of the quality
problem in the house mortgage field are being
examined. As would be expected, delinquency
and other quality data show divergent patterns
in various sections of the country. These are
being explored. The key question of whether
longer maturities, lower down payments, and
higher ratios of required mortgage payments
to borrowers' income have been associated
with significantly more serious delinquency
and foreclosure difficulty is as yet largely un-
answered, although the differences noted with
regard to experience on VA, FHA, and con-
ventional loansare suggestive. Some pub-
lished data of the Federal Housing Adminis-
tration indicate that experience is 'less favorable
on the longer-term loans, but further explora-
tion is necessary. It is hoped that an adequate
study of the crucial relations between the
several characteristics of mortgage loans arid




This project, which has been financed in part
by grants from the Life Insurance Association
of America and the Commission on Moneyand Credit, is nearing completion. The sum-
mary report on "The Flow of Capital Funds
in the Postwar Economy," prepared jointly for
the Commission on Money and Credit and the
National Bureau by me with the assistance of
Rachel Floersheim, is being revised in the light
of comments by the staff reading committee.
Another report in the series of institutional
monographs undertaken for this project, Saul
B. Klaman's The Postwar Residential Mort-
gage Market, was published during the year,
and an Occasional Paper by George Hanc,
The United States Savings Bond Program in
the Period, was published recently.
Eli Shapiro's "The Market for Corporate
Securities and Loans" was delayed. because of
the author's preoccupation with the comple-
tion of the work of the Commission on Money
and Credit. It. is hoped that the manuscript
will be completed in 1962.
A technical paper prepared jointly by Eli
Shapiro and David Meiselman,
Fund Flows: Annual and Quarterly Estimates,"
which reports on the results of the construc-
tion of such figures for the period 1950-55,
was revised and will shortly be submitted to
the Directors.
Morris Mendelson reports below on his
study of the market for Treasury securities.
RAYMOND W. GOLDSMITH
THE PRIVATE DEMAND FOR
MARKETABLE TREASURY SECURITIES
My study starts with the premise that the de-
mand by U.S. Government Investment Ac-
counts, the Federal Reserve System, and dealers
is essentially different in character from the
demand by other sectors. Government and
quasi-government accounts are subject to the
overriding influence of public policy consider-
ations; the demand by dealers is essentially
trading-oriented. That theparticipation -of
other private transactors can hardly be de-
scribed as strictly investment-oriented reduces,
but does not eliminate, thedifferencesin
character. It is therefore the private demand
fpr marketable Treasury securities which will
be the focus of my study. It will comprise
the following main topics: (1 )-TheMarket,
(2) Theories of Investment and Speculation,
(3) Liquidity-Oriented Investment, (4) Safe-
ty-Oriented Investment, (5) Speculative Ele-
ments •inPortfolio Management,(6) An
OverCAll View of the Distribution of Treasury
Securities.
So far, in addition to planning the study as
a whole, I have drafted a substantial portion
of the first chapter, which will provide a back-
ground for the examination Of the practices
and policies of investors.
MQRRIS MENDELSON
THE INDIVIDUAL INCOME TAX
Copies of my draft on the personal exemptions
in• the income tax have been distributed to
members of the staff and others for critical
review before submission. to the Directors. The
draft comprises the following chapters: (1)
Introduction: The Income Tax as a Personal
Tax, (2) Central Importance of the Personal
Exemptions in the Present-Day Coverage and
Revenue Yield of the Income Tax, (3) Profile
of the Present Personal Exemptions, (4) His-
torical Sketch of the Exemption Levels in the
U.S.,(5) The Complex Ratibnale of the
Personal Exemptions, (6) The Appropriate
Levels of the Personal Exemptions, (7) Sum-
mary and Conclusions.
C. Harry Kahn's manuscript on profits and
losses of unincorporated enterprise (see below)
will soon be submitted to the Directors, and
he is well along on his analysis of wages and
salaries as a component of taxable income.
Other studies of the individual income tax
already published include my The Nature and
Tax Treatment of Capital Gains and Losses
(1951) and Interest as a Source of Personal
Income and Tax Revenue (1955), Kahn's
Personal Deductions in the Federal Income
Tax (1960), and Daniel M. Holland's Divi-
dends Under the Income Tax (1962).CAPITAL GAINS AND LOSSES
I am now engaged, with the assistance of
Selma F. Goldsmith,2 in updating some of the
basic materials in my earlier study of capital
gains and losses. The statistical and other fac-
tual data in that book are mainly confined to
years prior to 1947. Since then, changes have
been made in the statute, new kinds of quanti-
tative information have become available, and
the principal statistical series have been length-
ened by thirteen years. At the same time, shifts
of emphasis have been proposed in the policy
objectives sought in the tax treatment of capital
gains and losses—notably a new emphasis
on economic growth. We plan to take ac-
count of these developments in an Occasional
Paper.
The amount of net capital gains reported on
individual income tax returns for 1959 was
larger than any previously reported for income
tax purposes. Net long-term and short-term
gains totaled $13.6 billion before the statutory
exclusion from adjusted gross income of 50
per cent of each taxpayer's net long-term gain
in excess of his net short-term loss.
The total of net capital losses reported for
1959, before the statutory restrictions on the
amount allowed in computing adjusted gross
income, and including previously "unused"
capital losses carried over from the preced-
ing five years, was slightly less than one-
seventh of the amount of capital gains. The
statutory limitations permitted only about 28
per cent of the total of net capital losses to
be used in computing adjusted gross income
in 1959. The remainder, exclusive of any un-
used carry-over for net capital losses sustained
in 1954, was available to be carried forward
to 1960 as short-term capital loss, and ap-
proximated $1.3 billion.
The deductibility from ordinary income of
a net capital loss incurred in any year. is limited
to an amount equal to the smaller of (1)
taxable income (adjusted gross income if the
tax table is used) computed without regard
to capital gains or losses or the deduction for
personal exemptions, or (2)$1,000. The
2Deceased, April 15, 1962.
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remainder may be carried forward as a short-
term capital loss for the next five years and
applied without limit against capital gains that
are realized and, to the extent of $1,000 or
less, against ordinary income; but any portion
of a carry-over loss that is not so absorbed in
the five-year period ceases to be deductible
in any way.
The annual totals of net capital gains re-
ported on individual returns have characteris-
tically displayed wide fluotuations as far back
as our figures go. Thus the total of net capital
gains reported in 1920 was more than three
times that in 1917, but the amount fell 55
per cent in 1921. (These figures exclude re-
turns with statutory net deficits.) The 1928
total of $4.8 billion was nearly five times that
of 1922. The amount fell little in 1929, but
shrank drastically in the early thirties and
reached $1 billion in only one year between
1931 and 1942. Net capital gains then rose
tenfold from 1942 to 1946. Thereafter the
fluctuations were less extreme, though often
substantial. The total of net capital gains re-
ported for 1959 was roughly 40 per cent larger





Under the Income Tax" has been revised in
view of comments by a staff reading commit-
tee, and the statistical series have been brought
forward through 1959, the last year for which
comprehensive data are now available. It will
soon be submitted to the Directors for ap-
proval. The text consists of five chapters: (1)
Introduction and Summary, (2) Coverage of
Income on Tax Returns, (3) Size and Pattern
of Income on Returns with Profit or Loss, (4)
The Treatment of Losses, (5)TaxLiability
on Unincorporated Enterprise Income.
WAGES AND SALARIES
I have also been engaged in a parallel study,
"Wages and Salaries in the Individual IncomeTax." The inquiry focuses on three aspects of
the tax treatment of income from employment.
First, two measures of the coverage of wages
and salaries under the income tax will be
presented. One of these will simply show the
coverage according to the current concept of
taxable wages and salaries. It indicates, as one
might expect, that since World War II well
over 90 per cent of employment income has
been reported on individual income tax returns.
This is a higher coverage than for any other
type of income, and is attributable to with-
holding at the source and to the fact that wages
and salaries in most industries are subject to
precise record keeping for social security tax
purposes. Another ratio of coverage, taking
into account possible omissions because of
alleged conceptual shortcomings, will be ex-
amined. Such an expanded concept will call
for the inclusion of items now excluded (such
as various types of deferred compensation,
social security benefits, unemployment com-
pensation) and for the deduction of items
which are now, possibly erroneously, included
(such as payroll taxes, some expenses incurred
in the production of income, and the cost of
vocational training and education). Compu-
tation of this second coverage ratio will depend
on the availability of data.
A second focus of this study is the existing
and past tax provisions specifically applicable
to employment incoAme. The size and distribu-
tion by income groups of the sick-benefit ex-
clusion, the so-called working mothers' allow-
ance, and the now discontinued earned-income
credit will be briefly examined.
Third, estimates of the amount of tax lia-
bility, and effective rates of tax, attributable
to wages and salaries will be presented. Of
interest in this connection is the detailed avail-
able information on withholding of tax at the
source. In recent years, overpayment of tax
because of too much being withheld or too
much being declared on quarterly estimated-
tax returns has increased in magnitude relative
to total tax still due at time of filing. In the
early years of the withholding system (begin-
fling in1943) taxpayers in the spring of
each year owed the Treasury more than the
Treasury owed them, but in recent years this
relationship has been reversed. I am currently
examining the data to determine to what extent
there is evidence of differential timing of tax




"Risks and Returns in Small Business Financ-
ing," a manuscript by Geoffrey H. Moore and
Thomas R. Atkinson, is being revised prepar-
atory to review by a staff reading committee.
See Part II with regard to a new study of
flow of funds being undertaken by Hyman P.
Minsky; a conference report, The Flow of
Funds Approach to Social Accounting; and a
conference on Monetary Economics organized
by the Universities-National Bureau Commit-
tee for Economic Research.
5.INTERNATIONAL ECONOMIC RELATIONS
THE UNITED STATES IN A
CHANGING WORLD ECONOMY
This study, undertaken with the assistahce of
a grant from the Rockefeller Foundation, is
aimed at assessing the basic changes in the
international economic position of the United
States and itscapacity to adjust to these
changes. My own work in this field is now
devoted to the preparation of an introductory
report in which I seek to identify the main
problems for further investigation and to il-
luminate them on the basis of our studies so
far. H. G. Georgiadis reports below on a sup-
porting project in the field of trade which he
is undertaking within the framework of the
larger study. Subject to the availability of
financing,itis intended that various other
95problems will be singled out for fuller investi-
gation as collateral projects. These problems
include, in particular, (1) a approach to
international price comparisons relying on the
solicitation, of comparable data from buyers
assellers, (2) an empirical study of the
levels and rates of technological development
in this country and in other industrial countries
as one of the determinants of our international
competitive position, (3) the effects of United
States direct investments in foreign manufac-
turing on our international and payments.
EXPORT ORDERS AS A GUIDE TO THE
DEVELOPMENT OF EXPORTS
In recognition of the new significance of the
balance of payments as a constraint on United
States policy, we have given some attention
to the evaluation and improvement of certain
currently reported information as indicators
of short-run prospects in this domain. In this
connection, we have reviewed available daja
on export orders as a guide to the prospectivç
development of exports. Some information on
this subject is regularly compiled by two dif-
ferent bodies, both private. Though limited in
coverage, the data invite examination for their
potential usefulness in forecasting the course
of exports arkd for their bearing on the possi-
bilities of developing improved statistics of this
nature. We expect to explore these questions
more fully in an Occasional Paper, but now,
in view of the timeliness of the subject, offer
some preliminary observations.
The most comprehensive export order series
in the United States, though pertaining to goods
comprising only about 15 per cent of total
exports,1 is that compiled monthly since 1957
by the Economics Department of the McGraw-
Hill Publishing Company on the basis of re-
turns from producers of nonelectrical ma-
chinery (excluding also farm machinery and
lExportsofnonelectrical machineryin1961
amounted to $3,054 million out of total U.S.
of some $20 billion.
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transportation equipment). The reporting firms
are understood to constitute only a smail
sample,' but the behavior of the McGraw-Hill
series appears 'to be broadly consistent with
that of actual exports of these goods as reported
by the Commerce Department2 (Chart 12).
Orders were already sharply falling when the
McGraw-}-Iill series began in 1957, and we
therefore cannot establish the turning point
associated with the preceding international
investment boom (perhaps the third quarter of
1956 or even earlier, if the data on machine
tool's in Chart 13 are taken as a guide). After
strengthening a bit in the second half of that
year, orders fell to a low in mid-1958, and
then turned strongly upward again. Recorded
exports, on the other hand, did not begin to
fall until the latter part of 1957', reached their
low in early 1959, and theii began a sustained
increase. Both orders and exports reached a
peak in 1961, orders in the second quarter
and exports a few months later, though at the
year-end the extent of the decline in orders and
of the repercussion on actual exports remained
to be seen.
These observations are too limited to permit
any conclusions, but they suggest a pattern of
behavior to that which has been ob-
served in other National Bureau studies of
capital goods orders and The
greater cyclical swings in orders than in exports
would also accord with these other studies. On
the assumption that the expdrt order series is
a representative sample, the difference in
ashortening of manu-
facturers' backlogs in the downswing and a
lengthening during the upswing. This difference
suggests the importance of information on the
length of export order books along with that
2Exports as given in the chart have been season-
ally adjusted on the basis of experience over the
period 1954-61,but the shorter export order series is
plotted without seasonal adjustment.
See Victor Zarnowitz, "The Timing of Manufac-
turers' Orders During Business Cycles," in Geoffrey
H. Moore (ed.), Business Cycle Indicators, Princeton
Press for National Bureau of Economic
Research, 1961, Vol. I, pp. 420-484.CHART 12
Nonefectrical Machinery, Export Orders
and Exports
NOTE: Orders are as reported by the Economics
Department of the McGraw-Hill Publishing Com-
pany (not seasonally adjusted). Exports are derived
from the foreign trade statistics of the U.S. Depart-
ment of Commerce by selection of items represented
in the McGraw-Hill export order series, with sea-
sonal adjustment by the National Bureau of Eco-
nomic Research. The group nonelectrical machinery
excludes farm machinery.
on new orders in the appraisal of export
prospects.
The second source of information on export
orders is the report issued each month by the
National Machine Tool Builders' Association.
Though relating to a much smaller group of
products than the McGraw-Hill series, it has
the advantage of extending back over a longer
period.4 This survey has several further ad-
4The data in Chart 13 relate only to metal-cutting
machine tools, exports of which amounted to $164
million, as reported by the NMTBA. Since 1956 the
NMTBA reports also provide separate data for metal-
forming machine tools, exports of which amounted
to $37.5 million in 1961. It may be noted that ma-
chine tools are also among the products included in
the McGraw-Hill sample.
vantages:it provides data not only on new
orders but also on shipments and cancellations
(and on order backlogs, but without distin-
guishing inthis case between foreign and
domestic orders), and it reports the data in
dollar values, permitting comparisons of levels
as well as movements.
One of the notable features of the NMTBA
data in Chart 13 is the great peak in export
orders in 1950-5 1 and in export shipments in
1952-53—a phenomenon mainly attributable
to heavy orders for machine tools placed here
by the United Kingdom for rearmament pur-
poses after the start of the Korean crisis. Even
apart from this dominant feature, orders and
exports exhibit a striking similarity in move-
ment and in level.5 The lag in exports behind
orders seems to have been some eight to ten
months most of the time since 1953, but ap-
preciably less than that during the past two
years. In the NMTBA series orders do not
regularly show a significantly greater cyclical
variability than exports, such as that noted in
the case of nonelectrical machinery, but both
fluctuate much more widely than either of the
two series for the larger group.
Because of the relatively long periods re-
quired for their production, information on
export orders for machinery and other types
of capital equipment may give a better indica-
tion of the subsequent development of exports
than would be true of similar data for other
manufactures. It may nevertheless be relevant
to note that, to illuminate prospective develop-
ments in the domestic economy, the Depart-
ment of Commerce has found it useful to col-
lect order information from all manufacturers
that report unfilled orders. This information is
given in considerable detail by type of product,
but is not divided between home and foreign
orders so as to assist also in the appraisal of
the outlook for foreign trade and the balance
5The identity of the reporting firms in the two
series helps to explain this conformity, but it also
appears that the production period must be fairly
uniform in this rather closely defined industry.
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Metal-Cutting Machine Tools, Export Orders and Exports
of payments.6 Such a dual purpose is served in
the Federal Republic of. Germany, where in-
dustrial companies regularly report their orders
broken down not only between capital goods,
consumer goods, and basic materials but also
between domestic buyers and foreign buyers.
The German data for the 1954-61 period
plotted in Chart 14 suggest that, used with
discrimination, a comprehensive series on ex-
port orders for industrial products can furnish
significant advance clues to the actual develop-
6 such a distribution, the value of the
information collected on orders may be impaired
even as a guide to domestic economic developments.
Thus Zarnowitz has demonstrated, ibid.,thatorders
for capital equipment, together with construction
contracts, provide a valuable advance indicator of
private investment activity. To serve this purpose
best, however, the data should .be.netof foreign
orders.
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ment of exports. In this case three turning
points can be observed in each series, with the
turninexports lagging each time several
months behind that in orders. Over the period
as a whole the rise in the two series is quite
similar, but here again export orders tend to
exhibit greater cyclical variability than actual
exports.
One may speculate on the significance of
the fact that the McGraw-Hill series on non-
electrical machinery export orders for the
United States continued to rise vigorously for
more than a year after German export orders
began to level out in It would be helpful
to know, for instance, whether, because of price
or other advantages, backlogs in German
7Thiscontrast is also seen if one takes the German
export order data for capital goods only.
NOTE: Original data for both series are from the National Machine Tool Builders' Association. They are
given here as four-month moving averages after seasonal adjustment by the National Bureau of Economic
Research. Export orders are "gross," i.e., without deduction of cancellations.plants had become so much longer than those
of American producers as to cause some shift
in new orders to the latter's benefit, or whether
the international competitive position of United
Statesindustrymay,infact,have been
strengthening again even apart from its ability
to quote shorter delivery dates. These questions
suggest that fuller information on new export
orders and also on order backlogs and current
export shipments by manufacturers would con-
siderably improve the basis for assessing bal-
ance-of-payments prospects. An improvement
in this area of analysis becomes, in turn, highly
relevant to the appraisal of domestic economic
prospects as long as the balance-of-payments
position is chronically or occasionally such as
to require policies of restraint.
HAL B. LARY
The purpose of this project is to see what can
be concluded from a close and systematic anal-
ysis of international trade data with respect to
the international competitive position of the
United States. The analysis will include an
examination and a search for explanation of
the behavior of United States imports in rela-
tion to the relevant categories of national ex-
penditures and to purchases of comparable
donestic products. Correspondingly,it will
include a study of other countries' imports
from the United States in• relation to their own
national expenditures and to their purchases
of competing products from their own or third
sources.
The study is intended to throw light on such
questions as the effect of changes in relative
costs and prices at home and abroad on United
States foreign trade; the identification of long-
term trends and of the extent to recent.
changes represent a return to prewar patterns
of behavior, or new shifts of a "structural"
nature, or the influence of temporary forces;
CHART 14
Federal Republic of Germany, Export Orders
Received by Industry and Exports of
Industrial Goods
the effects of commercial policies of the United
States and other countries on imports and
exports; the degree of cyclical variability of
United States exports and, if greater than that
of other countries' exports, the reasons why
this should be so.
While the focus is on the postwar position
and problems of the United States in inter-
national trade, it will extend back to earlier
periods to the extent permitted by the data and
necessary to the analysis of these and other
basic questions.
Work on the study began last August, the
first task being to provide a systematic statisti-
cal basis. The Standard International Trade
Classificationofthe United Nations was,
therefore, taken and rearranged by "end-use"
categories similar to those now being developed
by the Department of Commerce as one of the
standard ways of presenting United States trade
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PERFORMANCE IN WORLD TRADE
NOTE: Original data through November 1961 are
from official German. sources supplied through the
courtesy of the Bundesbank, with seasonal adjust-
ment by the National Bureau of Economic Research.
Subsequent entries are based on data appearing in
secondary sources.statistics. The classification by end use includes
the following main categories (comprising in
each case a number of subgroups and indivi-
dual items from the SITC): capital equip-
ment, consumer manufactures, food and bev-
erages,fuels,chemicals, materials used in
agriculture, materials used in the construction
industry,materials used for production of
durables, materials used for production of non-
durables.
It is considered that these categories fit, or
can best be related to, the main expenditure
categories in the national accounts, and
the end-use approach is more promising for
purposes of economic analysis than the con-
ventional trade classification degree of
manufacture or by kind.
A complete set of data according to end-use
categories for imports from the United States
and from the.rest of the world has so far been
completed for the following countries, cover-
ing the period 1951-60: Australia, Austria,
Belgium-Luxembourg, Canada, Denmark, Fin-
land, France, Germany, Italy, Japan, Nether-
lands, Sweden, and the United Kingdom. These
data are now being studied in an effort to
develop systematic relations between foreign
countries' imports, both total an4 from the
United States, and the appropriate domestic
variables of such countries.
This approach, based on the use of other
countries' import statistics, has the advantage
over United States export statistics of making
it possible to relate our foreign sales, syste-
matically and in some detail, to the broader
framework of world trade. The disadvantage is
that the data can be compiled in this way only
for a relatively short period, though they can
be supplemented by other series, including the
Commerce Department's arrangement of
United States exports by end uses since 1925.
For United States imports, the data for the
main end-use categories are also available
annually since 1925 from the Commerce De-
partment's publications, and their movements
in relation to the corresponding categories .of






The impact of further advances in U.S. busi-
ness activity on exports, imports,
amatter of great concern at present.
Policy decisions depend in part on judgments
about the relations between foreign trade and
business cycles. Yet information on which to
base judgments is scanty and policy makers
have to rely in part on guesswork. To fill some
of the gaps is one aim of my project; another
is to shed some light on the reveEse problem:
the influence of foreign trade on the domestic
business cycle.
A first report of the project, is sup-
ported by a grant from the National Science
Foundation, was published in May 1959 as
Occasional Paper 67, Trade Balances during
Business Cycles: U.S. and Britain since 1880.
A second was published in April 1961 as Oc-
casional Paper 76, American Exports During
Business Cycles, 1879-1958. It deals with fluc-
tuations in the total value of U.S. exports, their
timing, amplitudes, and relations to domestic
and foreign business cycles.
During the past year cycles in major corn-
• ponents of total export value were analyzed in
similar fashion, and now the changes in total
value can be traced back not only to those in
the values of the major classes of export com-
modities but also to price and quantity factors.
The main statistical work for the study of
exports has been completed and a number of
chapters have been written. The task for the
current year is to write the remaining sections
and the introductory and summary chapters.
An indication ofsome tentativefindings
follows.
In Occasional Paper 76 it was shown that
total export value since 1921 has almost always
developed more favorably during an expansion
in the United States economy than during the
preceding or following contraction. This posi-
tive correlation of exports and busi-
ness activity requires explanation. •A rise in
home demand hampers and a decline stimu-
lates exports, which would therefore move
against rather than with the domestic businesscycle if it were not for fluctuations in foreign
demand. In order for exports to conform
positively to United States business cycles, the
pull of foreign demand must regularly outweigh
the rise or fall of domestic absorption. This,
however, does not appear plausible at first
glance, since the timing of business cycles in
the outside world is not synchronous with that
of this country's cycles.
The analysis of export prices and export
quantities by commodity classes sheds some
light on this question. It traces the high con-
formity of the total value of United States
exports back, first,to that of the value of
exports of finished manufactures, which rise
more in every business expansioninthis
country than during corresponding contrac-
tions. This in turn can be attributed in most
instances to positive conformity of both the
prices of finished manufactures and the quanti-
ties exported. Since larger purchases at higher
prices cannot occur without a rise in demand,
it follows that foreign demand for finished
manufactures does indeed grow more rapidly
as a rule when business here expands than
when it contracts, and that the opposite impact
of home demand is submerged by the impact
from abroad.
Exports of crude materials and of semi-
manufactures behave in the same way as fin-
ished manufactures in not more than half the
instances under observation. In others the
inverse effect of the domestic cycle prevails
and is reinforced occasionally by a movement
in world demand which runs counter to the
business cycle in the United States. In such
cases export prices still rise more in domestic
expansions thanincontractions, but their
movements are more or less offset by opposite
changes in the quantities exported. The result
is that the value of crude and semimanufac-
tured exports conforms less well to U.S. busi-
ness cycles than finished manufactures. That
a rise in domestic demand should encroach
more on exports of raw materials than on those
offinishedmanufacturesseemsplausible
enough, since domestic demand for the former
is more cycle-sensitive than for the latter, while
output, on the contrary, cannot be adjusted as
speedily.
Another finding that may be of interest
concerns the timing and cyclical pattern of
changes in export prices. It is sometimes argued
that a revival of business can be expected to
proceed for quite a while without causing prices
in general and export prices in particular to
rise, and that downward adjustments of prices
after a business peak take even longer. But
the actual behavior of prices has differed cone
siderably from this picture. Since 1921 the
price index for total exports begins to decline
about as often before the business peak is
reached as afterward, and it tends to fall as
rapidly during the earlier part of business
contraction as toward the end. Prices of semi-
manufactures, crude material, and food exports
fall more regularly and more steeply in the
early stages of recessions, prices of finished
manufactures toward the end. At the business
cycle trough, prices of total exports are, indeed,
likely to lag, but after some four or five months
they begin to climb rapidly, so that their prog-
ress from the trough to mid-expansion is much
larger, on the average, than from there to the
peak. A similar' pattern, with the largest rise
at the beginning of business expansions, was
found by Frederick C. Mills to characterize
most domestic price indexes in the interwar
period.
Before World War I, however, the behavior
of prices was quite different. One might think
that in that era they must have reacted more
quickly to cyclical pressures, but the contrary
is true. From 1879 to 1913, domestic whole-
sale prices as well as export prices show long
lagsafter business cycle troughs and rise
mainly inthe later stages of business ex-
pansions.
These shifting patterns, which have remained
unexplained, as far as I know, seem to be due
in part to fluctuations in foreign demand. After
1921, large rises in world trade coincide re-
peatedly with the earlier parts of United States
expansions and world trade peaks sometimes
lead those in American business. This corre-
sponds to the rapid rise and flattening out of
prices. Before World War I, however, world
trade ,rose less regularly and less rapidly in
101the first than in the second half of United States
expansions and so did prices. Thus it appears
that foreign economic fluctuations have had a




STRUCTURE OF WORLD TRADE
AND PAYMENTS
The manuscript as originally drafted is being
subdivided into several parts for separate re-
view. In consequence, parts of the previous
draft have been reassembled and revised into
a shorter work, "Measuring Be-
tween World AreaS." This will be largely con-
fined to a presentation of the transactions
matrices, a discussion of the statistical methods
employed in preparing them, and an evaluation
of the limitations of the data, without attempt-
ing to employ the materials analytically or
exploit their potential for description to the
full. The manuscript consists of an introductory
chapter on purposes, methods, and results,
Chapter I on constructing and supplementing
the record of transactions between world areas,
Chapter II on transactions of all areas with all
areas, Chapter III on measuring the course of
trade between world areas, Chapter IV on
measuring net financial flows between world
areas, and two appendixes on special topics. It
has been mimeographed for circulation inside
and outside the Bureau for further comment.
The study of the structure of world trade
and payments has been carried out with the
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The matrices of different forms of capital
movements have been recast in a two-valued
arrangement, partly because a number of major
changes have been made in the country esti-
mates and partly because the attempt to &how
only a single set of values proved to suffer from
certain deficiencies.
The capital flows are broken down into
eleven matrices, countries being grouped ac-
cording to four stages of economic develop-
ment.
The coming months will be devoted to
further work on the analysis.
OTHER STUDIES
WALTHER P. MICHAEL
Robert E. Lipsey's study of "Price and Quan-
tity Trends in the Foreign Trade of the United
States" is in press. The scope of the study
indicated by the chapter headings: (1) Trends
in Prices and Terms of Trade, (2) Trends in
Values and Quantities,, (3) NBER Indexes:
Methods of Construction and Comparisons
Among Them, (4) Characteristics of Basic
Foreign Trade Data, (5)SamplingCharacter-
istics and Accuracy of Index Numbers, (6)
Comparison of NBER Indexes with Others.AUTHORS OF STUDIES COMPLETED OR IN PROCESS
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